
COMMONhEALTH Ut' K E N l ' U C K Y  

HEFORE THE PlJhLIC SERVICE COMNISSION 

* * * * 

In the Matter of: 

GENERAL ADJUSTMENT I N  ) 
ELECTRIC RATES OF ) CASE NO. 8 7 3 4  
KENTUCKY YOWEK COMPANY ) 

U R D E H  

TABLE OF CONTEN'I'S 

Subject 

Come n t a r y 

Cash R e t u r n  on CWIP 

765 KV-transmission Line 

Rate Base 

Capital structure 

Revenues and E x p e n s e s  

Storm Damage E x p e n s e  
P l a n t  Maintenance Expense 
Parent Company T a x  L o s s  
Adjustment to AFUDC 
I n t v r o s t  Synclaroni zation 

Revenue Requirements 

O t h e r  1ssuc.s 

R a t e  D e s i g n  
Fue l  Cost Synchronization 
Cost of S c r v i c c  S t u d i e s  
I n t e r c l a s s  Risk Analysis 
Rcvenuc Allocation 
Interruptible l'arif f 
Price Elasticity 

Paye No. 

2 

3 

6 

0 

12 

15 

17 
18 
21 
25  
2 5  

27 

32 

33 

3 3  
35 
36  
37 
38 
40 
4 1  



COHMOC~\~JEALTII Ot' KENTUCKY 

BEFORE THE P U B L I C  SERVICE COMMISSION 

* * * * c 

In the Matter of :  

GENERAL ADJUSTMENT I N  ELECTRIC ) 
RATES OF' KFNTUCKY POWER COMPANY CASE NO. 

On March 31, 1983, K e n t u c k y  Power  Company ( " K e n t u c k y  

Power") f i l e d  its n o t i c e  w i t h  the Commission seekiny a u t h o r i t y  t o  

i n c r e a s e  its rates for service rendered t o  its customers by $33.1 

miilion, or 18.5 p e r c e n t  o v e r  n o r m a l i z e d  t e s t  period revenues, to 

become e f f e c t i v e  A p r i l  2 0 ,  1983. K e n t u c k y  P o w e r  s t a t e d  t h a t  t h e  

a d d i t i o n a l  r e v e n u e  was n e c e s s a r y  t o  p r o v i d e  it a n  opportunity to 

e a r n  a r e a s o n a b l e  rate of return, s e r v i c e  i ts  o u t s t a n d i n g  d e b t ,  

a t t r a c t  additional c a p i t a l  and m a i n t a i n  or improve its credit 

r a t i n g s .  

I n  order to d e t e r m i n e  t h e  r e a s o n a b l e n e s s  of the request for 

a d d i t i o n a l  r e v e n u e s  t h e  C o m m i s s i o n  suspended t . h e  proposed rate 

i n c r e a s e  u n t i l  September 2 0 ,  1 9 8 3 .  K e n t u c k y  Power w a s  d i r e c t e d  t o  

give n o t i c e  t o  its customers of the proposed rates and the 

~ c h ~ * d u l o t J  t i o a r i n g  ( ru r l ju t ln t  to  807 KAH 5:025, S c c t i o n  7.  M o t i o n s  

to  i n t e r v e n e  w e r e  L i l d  11y t l ~ c  ~ o t r ~ u i n o r  I'rr)f.c?ct1r)n t J 1 v l e i o n  i n  t tm 

0 1  f Ico O S  the A t t o r n e y  General ("Ac;")  , the K e n t u c k y  I n d u s t r i a l  

Utility Customers ("KIUC") , the Otlice ot KcnLucky Loyal S c r v i c u n  

Programs on b e h a l f  of several r e s i a e n t i a l  c u s t o m e r s  a n d  t h o  

C o n c e r n e d  C i t i z e n s  ot M a r t i n  County  ( " H e u i d e n t i a l  I n t o r v e n o r s " )  , 



and Iiluc Diamond Coal ComL'any. These  m o t i  

other p a r t i e s  formally in tervened.  

ns w e r e  grant d nd no 

Public hearings were h e l d  in the Commission's offices in 

Frankfort, Kentucky, on AUyuSt 2 through 5, 1983, with all parties 

of record represented. B r i e f s  were filed by August 24, 1983, and 

responses to a11 d a t a  requests have been filed. 

COMMENTARY 

Kentucky Power is a wholly-owned subsidiary of t.he Amurican 

Electric Power Company ( " A E P "  1 and H c ? - V a ? S  a[)l,r'ox imatcly 1 4 2 , 5 0 0  

customers in 20 eastern Kentucky counties. In addition to its 

retail customers Kentucky power serves t w o  municipal p o w e r  systems 

under the jurisdiction of t h e  Federal Energy Regulatory 

Commission. Most of Kentucky Power's corporate officers are also 

officers of AEP or other AEP subsidiaries. 

This Order addresses t h e  Commission's findings a n d  

determinations on issues prcsented and disclosed in the hearings 

and investigation of Kentucky Power's revenue  requiremants and 

rate design. Kentucky P o w e r  requested additional revenue of 

approximately $33.1 million and this Order authorizes rates and 

charges t h a t  will produce additional revenue of $4,224,020. The 

revenue requested i n  this case included more than $ 2 0  million 

associated with the request for a cash return on Construction Work 

in Prrylrcrssil ( " C C I I P " )  and the exclusion o t  Allowance for  Funds Used 

During Construction ( "AFUDC")  e a r n i n g s  t r o i n  ttw dstcrmination ot 

rcvc?nuc* r o q u f r a m o n t s .  Tho r c q u e s t  also included approximately $ 1  

million in additional rcvc'nuc's as C h c  return on an invostrnrJnt in 

land to be used for a tuture y c n o r a t f n y  [ j l a n t  i n  Lewis County, 
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Kentucky. The Commission's denial of t h e s e  requests bnd ttic $ 3 . 1  

million in additional revenue disallowed due to the lower rate of 

return granted herein are the primary reasons t h a t  t h e  increase 

granted is significantly loss than t h e  amount requested. 

TEST PERIOD 

Kentucky Power proposed and the Commission h a s  a c c e p t e d  the 

12-month period ending D e c e m b e r  31, 1982, as t h e  test period for 

determining the reasonableness of the proposed rates. In 

utilizing t h e  historic t e s t  period thc Commission has yiven f u l l  

consideration to appropriate known and measurable changes. 

CASH RETURN ON CWIP 

One of t h e  primary issues in this case is Kentucky Power's 

request to earn a cash return on the test ycar-end CWIP associated 

with the Rockport Generating Plant ( "Rockport") and thc 

Jef fcrson-Hang iny Rock 765-KV transmission 1 inc ( "transmission 

line"). Kentucky Power proposed to continue accruing AFUDC on the 

incremental CWIP added subsequent to the test year.  Historically, 

Kentucky P o w e r  has not  earned a current c a s h  return on CWIP i n  its 

rate base, but rather, has of f se t  the  CIJIP included in rate base 

w i t h  a c c r u a l  of AYUDC. 

Essentially, t h e r e  arc t w o  regulatory mot . ! roc le  by w l i j c h  a 

u t i l i L y  crrn r(!cr)vc'r the capital costs associated w i t h  the 

construction of new tacilities: either allow a currunt cash 

return on CWIP or permit the accrual of AI'UDC which increases the 

installed cost of t h e  tacilitios and provides a future cash return 

after the plant goes into service. This Commisssion has allowed 

tou~svillo Gas and Electric Company ( " L G s l E " )  and Kentucky 
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I 

Utilities Company ("KU") a current cash return on CWIP while 

Kentucky Power has been permited to accrue APUDC. 

Kentucky Power has not requested rate-makiny treatment 

similar to that afforded LG&E and KU in that Kentucky Power has 

asked to continue to accrue AFUDC on CWIP additions made 

subsequent to the test year. Such treatment ot CWIP is more 

favorable than the treatment atfordcd L G s t  and K U  and has no 

precedent in Kentucky. Historically, this Commission has allowed 

the utilities it regulates the option of earniny a cash return on 

CWIP or accruing AFUDC. No utility has been permitted to employ 

both of these  rate-making treatments simultaneously. In Case No. 

6906, General Adjustment of Electric Rates of Kentucky Utilities 

Company, KU was permittccl to discontinue the accrual of AFUDC; 

howcvcr no additional rcvenues were granted to compensate tor the 

accountiny change. 

The rate-makiny treatment of allowing a cash return on C h I P  

would increase cash flow and improve Kentucky Power's financial 

condition while increasing the current cost to ratepayers. When 

there is no accrual of AYUDC this current cost  increase is  

somewhat offset in the future by  a smaller future carninys hase, 

thereby reducing the maynitudc of future rate increases. The 

continuod accrual of AF'UDC, a s  rcqucsted by Kcntucky P o w e r ,  would 

Lhtocluco a larcjor o d r n i n y R  tmno w h l c t l  w o u l d  mit.igatc? nomc of t tw 

future bcncf i t to ratepayers. 

When asked whether Kcntucky P o w e r  would prctcr to continua 

to accrue AFUDC or receive a current return on CWIP without 
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accruing AFUDC, a s  LG&E and KU arc permitted to do, Mr. Joseph 11. 

Vipperman, Vice-president and Controller of the AEP service 

Corporation, stated that Kentucky Power would prefer to continue 

accruing AFUDC without a current cash return.- 1/ 

The Commission finds that it would be unfair, unjust and 

unreasonable to require Kentucky Power's customers to pay a 

current cash return on CIJIP while allowing Kentucky Power  to 

continue t o  accrue A W D C .  Conscyuently , Kentucky Power's request 

must be denied. 

Furthermore, the rate-making treatment of allowing a 

current cash r e t u r n  on CWIP is bascd o n  t h e  assumption that since 

ratepayers will eventually be required to pay construction costs, 

it is beneficial to both t h e  ratepayers and the  utility for the 

recovery to start prior to completion of construction. In this 

case , the Commission would be unable to authorize such regulatory 

treatment for either Hockport or the 765-KV transmission line 

because there is evidence to  i n d i c a t e  that t h e  underlying 

assumption may n o t  be correct. Regarding Rockport, the Corn~nfssion 

has r e c e n t l y  ordered  further hearings i n  Case NO. 8271, 

Application of K e n t u c k y  P o w e r  Company F o r  a Certificate of Public 

Convenience and Necessity. This could result in a modification or 

even denial of a c e r t i f i c a t e  of public convenience and necessity. 

Izcyardiny thc 765-KV transmission linc, the Commission ha5 

recently initiated Case No. 8 9 0 4 ,  A n  Investigation ot t l w  

N c c c s s i t y  and Usefulness of and t h e  Cost Ncsyonftibility lor the 

Iinnying Rock - Jc! lvreon 765-KV Trariamission Line Under 

Constrution by Kentucky P o w e r  Cornidany. I t  would tx? improper and 
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prcmaturc to rcquirc Kentucky Power's r a t e p a y e r s  to pay any 

construction costs associated w i t h  ttlesc ~ ~ r o ~ c c t s  unti 1 t h o  

Commission has concluded Case N o s .  8271 and 8 9 0 4 .  

On June 23, 1983, t h e  AG filed a motion requesting that any 

rate increase associated with Rockport-related CkIP be placed in 

effect subject to refund pending a final determination of Case No. 

8271. On July 6, 1983, Kentucky Power filed a response objecting 

to the A G ' s  motion. Based o n  the Commission's f i n d i n g s  that 

Kentucky Power shou ld  not be allowed a current- cash return on 

CWIP, there will be no associated rate increase. Consequcntly, 

the AG's  motion is hereby overruled as being moot. 

HANGING ROCK-JEFFERSON TRANSMISSION L I N E  

On Auyust 12, 1983, the AG tiled a motion and memorandum 

requesting the Commission to initiate an investigation of Kcntucky 

Power's need for the 765-KV transmjssion line which was a u t h o r i z e d  

to be constructed on May 17, 1974, in Case No. 6019, Application 

of Kentucky Power Company For a Certiticate of Public Convenience 

and Necessity Authorizing It To Construct Additional 765-KV 

Transmission Facilities. The certiticate authorized Kentucky 

P o w e r  to construct 155.1  miles of 765-KV transmission line trom 

t h e  Hanging Rock Station of Ohio P o w e r  Company to the Jefferson 

Station ot the Indiana and Michigan Electric Company ("Hanging 

Rock-Jefterson") . The A G ' s  notion also r c q u e s t c d  that Kentucky 

Powor be required to Show cause why tho cc>rtiticatc issued i n  Case 

No. 6019  should not be revoked. 

The AG maintnLns t h a t  KcenLucky Power's need for L h c  

transmission line should he reviewed due to significant increases 
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in COnStrUCtlOn costs resulting in "a dramatic and unexplained 

change in the evidence w h i c h  formed the basis for issuance of the 

In 1974, Kentucky Power's Executive Vice certificate . ' I -  
2 /  

President, M r .  Waldo S .  LaYon, testified in Case No. 6019 that t h e  

estimated construction cost was $ 5 5  million and that reimbursement 

would be received for 9 5  percent of both the construction cost and 

operation a n d  maintenance e x p e n s e s .  Mr. Robert E .  Matthews, 

President of Kentucky Power, testified in this case that t h e  

estimated construction cost is now $123 million and that Kentucky 

Power  would be responsible for 100 percent of b o t h  t h e  

construction cost and operation and maintenance expenses. The 

discrepancies  reyarding t h e  recovery ot Lhcse construction costs 

were discovered and brought to the Cornmission's attention by 

M r .  Bruce Ahel, counsel tor KIUC. 

On ~ u y u s t  22, 1983, Kentucky P o w e r  tiled a memorandum 

Setting forth three arguments in opposition to the A G ' s  motion. 

Kentucky Power's first aryument is that the A G ' s  motion can not be 

considered in t h i s  case because it is inappropriate to adjudicate 

issues regardiny certificates of convcniencc and neccssity in a 

rete proceeding. See American District l'cl. Co. v .  utility 

Reyulatory Comm'n, Ky. R i ) p . ,  619 S.W.2d 5 0 4  ( I U f J l ) .  

Kentucky Power's second argument is t h a t  KRS 278.020 merely 

p r o h i b i t s  a utility from beyinniny construction without obtaining 

a certificate. Consoquently, Kentucky Power maintains that it 

would be meaningless tor the commission to r e v o k e  the certiticate 

now that construction is substantially comylcte. 
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K e n t u c k y  Powcr's t h i r d  a r g u m e n t  i s  t h a t  i t  is e n t i t l e d  to 

e a r n  a r e t u r n  o n  property properly i n c l u d a b l e  i n  rate base 

i r r e s p e c t i v e  of a c e r t i f i c a t e  of p u b l i c  c o n v e n i e n c e  a n d  n e c e s s i t y .  

On A u g u s t  2 5 ,  1983, t h e  AG f i l e d  a r e p l y  d i s a g r e e i n g  w i t h  

the a r g u m e n t s  se t  f o r t h  i n  K e n t u c k y  Power's memorandum. The 

C o m m i s s i o n  is of t h e  o p i n i o n  t h a t  K e n t u c k y  Power's need for the 

H a n g i n g  H o c k - J e f f e r s o n  765-KV t r a n s m i s s i o n  l i n e  a n d  K e n t u c k y  

Power's r e c e n t  d i s c l o s u r e  t h a t  i t  w i l l  n o t  r e c e i v e  95 percent 

r e i m b u r s e m e n t  ot the c o n s t r u c t i o n  

m a i n t e n a n c e  e x p e n s e s  are  issues t h a t  

s e p a r a t e  p r o c e e d i n g .  

VALUATION 

cost and operat i o n  a n d  

should be i n v e s t i y a t e d  i n  a 

K e n t u c k y  P o w e r  p r e s e n t e d  t h e  n e t  o r i g i n a l  cost  a n d  c a p i t a l  

s t r u c t u r e  a s  v a l u a t i o n  methods i n  t h i s  case. The Commission h a s  

g i v e n  due c o n s i d e r a t i o n  to  t h e s e  a n d  o t h e r  e l e m e n t s  of v a l u e  i n  

d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  O E  t h e  proposcd ra tes .  

N e t  O r i q i n a l  C o s t  

K e n t u c k y  Pcwer proposed a test y e a r - e n d  j u r i s d i c t i o n a l  r a t e  

base of $ 4 4 5 , 3 7 3 , 4 0 6 . -  3/ A s  a p a r t  of the y e a r - e n d  r a t e  base  

K e n t u c k y  Power proposed t o  i n c l u d e  $6,332,847 of p l a n t  h e l d  for 

f u t u r e  use which r e p r e s e n t s  a n  i n v e s t m e n t  i n  l a n d  i n  L e w i s  C o u n t y ,  

K e n t u c k y ,  for a future 1 ) o w e r  p l a n t  s i t c .  T h e  AG, t h r o u g h  its 

W l t n o i b ~ ,  M r .  1 toh- t -L  I l t*nkt?n, o t  t hc* C,c?ortJr.towrl ( ' O I ~ R U I  L i n c j  G r o u I ) ,  

r ecommended  t h a L  this i n v e s t m e n t  be e x c l u d e d  f r o m  r a t e  base d u e  to  

its s p e c u l a t i v e  n a t u r e . -  4 /  T h i s  l a n d  w a s  p u r c h a s e d  i n  1977 and 

u n t i l  A u g u s t  1 9 8 2  w a s  recorded a s  a n  i n v e s t m e n t  h e l d  i n  thc name 

of F r a n k l i n  Real E s t a t e  Company.  
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The transfer of t h i s  amount from t h e  Franklin Real Estate 

account is conspicuous by its timing relative to the issuance of 

the Commission's Order in June 1982 in Case No. 8 4 2 9 ,  General 

Adjustment in Electric Hates of Kentucky P o w e r  Company, wherein 

the Commission disallowed an adjustment to include the investment 

in Franklin Real Estate in rate base. while Kentucky Power has 

testiticd that i t  has a p l a n  for the usc of t h i s  property, t h e  

fruition of this plan is questionable. The earliest possible 

in-service date for a generating plant at this site is 1992, and 

if and when a plant is built Kentucky P o w e r  will o w n  only a 

partial interest in it. Given these considerations, and being 

mindful of the 4 3  percent reserve capacity of the REP System, the 

Commission is of the opinion that it would be improper for 

Kentucky Power ratc tayers  to bear any costs related to this 

investment. Therefore, an adjustment has been made to reduce rate 

base by $ 6 , 3 0 2 , 8 4 7 .  

Kentucky Power proposed adjustments t o  rctlect the 

depreciation expense adjustment in the accumulated provision for 

depreciation and to reflect its yrobosed expense adjustments in 

the calculation of t h e  allowance for cash working capital.- 5 /  Tha 

Cornmianion concurs with the adjustment to the accumulated 

provision lor deyrccfat- ion nnd 118s midi  t lucl t . l w  adjiimtmcnt t o  

working capital L o  reflect thc  1,ro f o r m  oprat iny expcnscs 

allowed h e r e i n .  

T h e  AG proposed to reduce Kentucky Power's proposed rate 

base by the amount of accounts payable associated with CWIP and 

Materials and Supplies at the end of t h e  test year ,  Mr, Henkos 
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stated that "such p a y a b l e s  essentially represent a semi-permanent 

type of financing by t h e  Company's vendors (not investors) because 

such p a y a b l e s  continually exist."- 6/ T h c  Commission agrees that 

accounts payable are a teml)orary, cost-free source of funds; 

however, the Commission is concerned with Kentucky Power's total 

invcst.ment and capital rcquiremcnts, not just its accounts 

payable. Without an analysis to determine o v e r a l l  ca lr i ta l  

requirements, i t  is neither appropriate  n o r  meaningful to isolate 

Kentucky Power's accounts p a y a b l e  to determine its rate base. 

Therofore, t h e  Commission h a s  not accepted the A G ' s  proposal. 

The AG also proposed to reduce  Kentucky Power's rate base 

to eliminate the  amounts of CWIP financed throuyh contributions or 

€or which Kentucky Power would be reimbursed by others.- '/ The  

yuestion ot CWIP financed throuyh contributions was settled by 

Kentucky Power's correction of a schedule on which CWIP had 

erroneously been increased rather than decreased for the amount of 

contributions received.:' The Commission is of the opinion that 

the concept of the A G ' s  adjustment to construction work for which 

Kentucky P o w e r  would be reimbursed has merit: however, absent an 

analysis of the onyoiny balances i n  tllis account and the long-term 

l e v u 1  0L' rc!imbutoc~mc!nt R mado to Kentucky P o w e r ,  the h > r O p O S @ d  

adjustnicnt is not sufficiently known and ineasurablo t o  tic. 

acceptable for rate-makiny purposes. 

The AG kroposcd an adjustment to reduce the rate base by 

$3,659,035 to reflect a reduction to Kentucky Power's coal 

i n v o n t o r y  from the ycar-end l c v c l  of 5 9 4 , 6 4 5  tons to 510,000 tons, 

the ayproximata averayci 0 1  the Imst 5 ycdra. The AG a160 endorsed 
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Kentucky Power's proposal to price its inventory a t  the average 

price p e r  ton for purchases made during the last month of the test 

year, December 1982. Mr. Henkes, who sponsored thc adjustment, 

stated that this was consistent with the Commission's position in 

Kentucky Power's most recent rate case .- In that case the 

Commission stated: 

. . . the Commission will review the level arid value 
of tuel inventory on a case-by-case basis and 
determine whether an adjustment is appropriate. In 
adjusting the f u e l  inventory the Commission will use 
thc weighted avcrayc  cost per ton of coal at the end 
of the test period to adjust the cost ot the 
additiona)OQupply required or the reduction in cost 
required .- 

The Commission has not established a fixed value of inventory 

based  on averaye  purchases during the last month of the test 

period, contrary to what Mr. Henkes indicated. In this proceeding 

the Commission has reviewed and evaluated the year-end coal 

inventory and has detcrmincd t h a t  no adjustment is necessary. 

Also, as stated in the prior case, the Commission has priced the 

inventory at the weighted average inventory cost per ton at the 

end of the test year. Although the level of coal inventory h a s  

not becn adjusted thi\ Commission is concerned that Kentucky 

Powor's tcirrjct coal i n v e n t o r y  lcvcl o f  a l ~ ~ , r o x f n i a t c l y  6 4 4 , 0 0 0  tons 

or a 75-day s u p p l y , -  was detorininc<l only bJy ttie experience of 

tlic American Electric P o w e r  S y s t c ? m , -  12' as evidenced b y  K e n t u c k y  

Power's monthly coal status graph.- 13' Furthermore, i t  appcars 

that Kentucky Power does not considcr the relevant costs 

associated with its coal inventory in t i l e  determination of its 

target coal inventory level. The Commission acknowledges the 
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steps t a k e n  by Kentucky Power to manage its coal inventory but 

there is room for improving its management effort. In karticular, 

the Commission expects Kentucky P o w e r  to develop a formal 

cost-benefit analysis of i ts  coal inventory lcvcl (inventory 

model) and to incorporate such an analysis into future rate 

applications in support of its target coal inventory level. 

All other elements of t h e  net original cost rate base have 

b e e n  accegted a s  proposed by Kentucky Power. The nct original 

cost rate base devoted to Kentucky jurisdictional electric service 

is determined by the Commission to be as follows: 

utility Plant in Service 
Construction Work in Progress 
Plant Held for Future Use 
Total Utility Plant 

Add : 

Materials and Supplies 
Prepayments 
Cash Working Capital 
Dumont Test site 

Subto ta 1 

L e s s :  

Accumulated Wprec iat ion 
Customer Advances and Deposits 
Accumulated Deferred Taxes 

Subtotal 

N e t  Oriyinal Cost Rate Uase 

CaDital Structure 

$449,481,863 
106,579,639 

8 1 , 2 4 7  
$556,144,749 

$ 33,762,026 
160,637 

19,290 , 787 
445,710 

$ 5 3 , 6 5 9 , 1 6 0  

$116,023,309 
3,837 , 631 

5 0  , 296,326 
$170,957,266 

Kentucky Power proposed adjustments to its t e s t  year-end 

capital structure to exclude j ts investment in property held i n  

tlio naiiiu 01 b’rnnklin Iwal I*:r:t.aLc ontl 1.0 o x c l  udc i t.r; invomtrnunt in 

non-utility property. Kcntucky Power also proposed adjustments to 
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r e f l e c t  t h e  r e p r i c i n g  of i ts  coal i n v e n t o r y  a t  t h e  average 

December 1 9 8 2  purchase p r i c c  and t o  r e f l e c t  i ts  p r o p o s a l  t o  a l l o w  

a cash r e t u r n  o n  ChXP. T h e  r e s u l t i n y  a d j u s t e d  j u r i s d i c t i o n a l  

c a p i t a l  s t r u c t u r e  of $439,526,332 r e f l ec t ed  c a p i t a l  r a t i o s  of 

54.26  percent l o n y - t e r m  d e b t ,  9.66 p e r c e n t  s h o r t - t e r m  d e b t  a n d  

36.08 p e r c e n t  common e q u i t y . -  14' Mr. James A .  R o t h s c h i l d  ot t h e  

G e o r g e t o w n  C o n s u l t i n g  G r o u p ,  witness tor t h e  AG, r ecommended  a 

h y p o t h e t i c a l  c a p i t a l  s t r u c t u r e  w i t h  ratios ot 50 pe rcen t  l o n g - t e r m  

d e b t ,  

Mr. W o t h s c h i l d  s t a t e d  i n  h i s  prcparcd t e s t i m o n y  t h a t  K e n t u c k y  

Power's  c a p i t a l  s t r u c t u r e  c o n t a i n e d  too much d e b t  a n d  h i s  proposed 

c a p i t a l  s t r u c t u r e  w a s  a s t ep  toward the 50 p e r c e n t  d e b t ,  10  

p e r c e n t  p r e f e r r e d  s t o c k  a n d  40 p e r c e n t  common e q u i t y  r a t i o s  

K e n t u c k y  P o w e r  w o u l d  t r y  to a c h i e v e  i n  t h e  future.- 16' A t  t h e  

h e a r i n y ,  M r .  R o t h s c h i l d  s t a t e d  t h a t  h i s  proposed h y p o t h e t i c a l  

c a p i t a l  s t r u c t u r e  w o u l d  be more costly to r a t e p a y e r s  i n  the 

s h o r t - r u n  a n d  t h a t  i t  miytit t a k e  trom 10 t o  L O  y e a r s  tor t h e  lower 

Cost of t h e  h y p o t h e t i c a l  c a p i t a l  s t r u c t u r e  to  be realized.- 17/  

5 p e r c e n t  short-term debt and 4 5  p e r c e n t  common e q u i t y . -  15/ 

T h e  Commission has accepted the  a d J u s t m e n t s  proposed by 

Kentucky P o w e r  to  exclude t h e  n o n - u t i l i t y  p r o p e r t y  a n d  the 

p r o p e r t y  held  i n  the name of F r a n k l i n  Real E s t a t e .  However, t h e  

C o m m i s s i o n  h a s  n o t  a c c e p t e d  K e n t u c k y  P o w e r ' s  r e m a i n i n g  a d j u s t m e n t s  

t o  t h e  y e a r - e n d  c a p i t a l  s t r u c t u r e .  

AR was s t a t e d  i n  t h e  C o m m i s s i o n ' s  Order i n  Case N o .  8429, 

the o b j e c t i v e  i n  d e t e r m i n i n g  a ycar -cnd  rate base is to c s t a b l i n h  

t h e  v a l u e  of i n v e s t m e n t  i n  u t i l i t y  property a t  a spec i f ic  p o i n t  i n  

time .- 'HI R e l J r i c i n g  the e n t i r e  coal  i n v e n t o r y  a t  t h e  y o a r - e n d  
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p u r c h a s e  price i n  etfect r e s u l t s  i n  g o i n g  b e y o n d  t h i s  s p e c i f i c  

p o i n t  i n  t i m e ,  w h i c h  i s  e s t a b l i s h e d  by  t h e  t e s t  lwr iod .  The 

C o m m i s s i o n  c o n t i n u e s  to  be of  t h e  o p i n i o n  t h a t  p r i c i n g  t h e  coal  

i n v e n t o r y  at t h e  y e a r - e n d  weighted a v e r a g e  cost results i n  the 

bes t  m a t c h  of r e v e n u e s ,  rate base a n d  c a p i t a l i z a t i o n  and, a b s e n t  

p e r s u a s i v e  e v i d e n c e  t o  t h e  c o n t r a r y ,  h a s  n o t  accepted t h e  

adjustment to  reprice t h e  coal i n v e n t o r y  a t  t h e  y e a r - e n d  p u r c h a s e  

price. 

K e n t u c k y  Power proposed, as i t s  f i n a l  a d j u s t r n e n t  to  

c a p i t a l ,  t o  e l i m i n a t e  t h e  CWIP s u b j e c t  t o  AFUDC a c c r u a l  a n d  t h e n  

add back the CWIP a s s o c i a t e d  w i t h  R o c k p o r t  a n d  t h e  t r a n s m i s s i o n  

l ine ."  T h e  p u r p o s e  of t h i s  a d ~ u s t m c n t  was t o  i n c l u d e  i n  c a p i t a l  

o n l y  t h e  CWIP on w h i c h  a c a s h  r e t u r n  was b e i n g  requested,  n a m e l y ,  

t h e  Rockport and t r a n s m i s l o n  line CWIP. T h e  r e q u e s t e d  c a s h  r e t u r n  

o n  the R o c k p o r t  a n d  t r a n s m i s s i o n  l i n e  CWIP has not been allowed, 

a n d  therefore, t h e  proposed a d j u s t m e n t  to  c a p i t a l  is u n n e c e s s a r y  

a n d  h a s  n o t  been acccljted. 

The C o m m i s s i o n  has g i v e n  c a r e f u l  c o n s i d e r a t i o n  to 

Mr. R o t h s c h i l d ' s  h y p o t h e t i c a l  c a p i t a l  s t r u c t u r c  a n d  is of t h e  

o p i n i o n  t h a t  i t  s h o u l d  not  be adollted for r a t e - m a k i n g  purposes. 

Tho h y p o l h c t i c a l  c a p i t a l  s t r u c t u r e  w o u l d  r e p l a c e  lower cost d e b t  

c a p i t a l  w i t h  r e l a t i v e l y  h i g h e r  cost e q u i t y  c a p i t a l  a n d  w o u l d  

u n d u l y  increase t h e  cost of c a p i t a l  t o  t h e  r a t e p a y e r .  I n  recent 

olcctr ic  uti1 i t y  rate Cases tho C o m m i s s i o n  h a s  d e t e r m i n c d  t h a t  

c o m m o i r  e q u i t y  ratios ot 3 8 . 1  kiurcent .  and 3 9 . 4 6  p c r c c n t  W e r e  

roasona I) 1 c- 20' a n d  KentIJCky power's y e a r - c n t j  common c t j u i t y  ra t ic ,  of 

36.23 p e r c e n t  is c e r t a i n l y  comparable.  
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Taking into consideration the accepted adjustments the 

Commission has determined Kentucky Powcr's jurisdictional capital 

structure for rate-making yur1,oses to be as tollows: 

Amount - Percent 

L o n g - t e r m  Debt $236,318,547 5 4 . 4 8  
Short-term Debt 4 0 , 2 9 7 , 3 4 4  9.29 
Common Equity 157,155,304 36.23 

Total $433,771,195 100 .oo 

In determining t h e  capital structure the Commission has 

used the actual year-end capital ratios. The J D I C  of $ 2 7 , 3 4 4 , 5 8 3  

has been allocated to each capital component on the basis of the 

ratio of each component to Lotal capital structure excluding J D I C .  

In accordance with the determination i n  the previous  section 

regarding the Lewis County plant site, the Commission h a s  reduced 

Kentucky Power's capital structure by  $6,320,847. T h i s  reduction 

has been allocated to the capital structure based on the existing 

ratios of the capital structure components. 

REVENUES AND EXPKNSES 

Duriny the t e s t  year Kentucky P o w e r  had Kentucky 

J u r i m i i c ~ i o n a l  n e t .  9lmret.iny irrcornc! ot: $ 4 4 , 5 1 2 , 8 4 1 .  In order to 

reflect more current operating conditions, Kentucky P o w e r  proposed 

several a d j u s t m e n t s  t o  its test t~criod revcr iues  and ox1)enses w h i c h  

resulted in adjusted net operating income of $ 4 1 , 3 5 1  ,529.- '' ?*he 

Commission is ~f t h e  opinion that the  prQpOSed adjustments are  

generally proper and acceptable for rate-making purposes with the 

following exceptions: 
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S a l e s  G r o w t h  

K e n t u c k y  P o w e r  d i d  n o t  propose a n  a d j u s t m e n t  to  r e f l e c t  

growth in s a l e s  above t h e  t e s t  yea r  l e v e l .  However,  M r .  H e n k e s  

d i d  propose a n  a d j u s t m e n t  t o  r e v e n u e s  a n d  e x p e n s e s  based o n  

c u s t o m e r  g r o w t h  e x p e r i e n c e d  during t h e  t e s t  y e a r .  M r .  H e n k c s  a l s o  

recommended  t h a t  the C o m m i s s i o n  r e q u i r e  K e n t u c k y  Power  to  perform 

sales n o r m a l i z a t i o n  a d j u s t m e n t s  t o  r e f l e c t  s a l e s  l e v e l s  u n d e r  

"no rma  1" w e d  t tier a n d  economic c o n d  i t i o n s .  

T h e  C o m m i s s i o n  is of the o p i n i o n  t h a t  M r .  H e n k e s '  proposed 

a d l u s t m e n t  to  re f lec t  c u s t o m e r  g r o w t h  has n o t  b e e n  a d e q u a t e l y  

s u p p o r t e d .  M r .  Henkes' a d j u s t m e n t  does n o t  recognize any customer 

s h i f t s  b e t w e e n  r a t e  classes n o r  does i t  r e f l e c t  w h e t h e r  c h a n g e s  i n  

u s a g e  p a t t e r n s  or load  c h a r a c t e r i s t i c s  h a v e  been c o n s i d e r e d .  

F u r t h e r m o r e ,  t h e  proposed a d j u s t m e n t  r e f l e c t s  o n l y  i n c r c a s e s  i n  

f u e l  and customer service expenses whilc g i v i n g  no recognition to  

o t h e r  o p e r a t i n g  e x p e n s e s  t h a t  could  be a f f e c t e d  b y  increased s a l e s  

to a d d i t i o n a l  c u s t o m e r s .  A l t h o u g h  t h e  C o i n m i s s i o n  e n d o r s e s  t h e  

i n t e n t  of M r .  t i c n k e s '  a d j u s t m e n t ,  h i s  m e t h o d o l o g y  is n o t  

acceptable.  

T h e  Commission f i n d s  n o  c o m l w l l i n g  r e a s o n  to r e q u i r e  

K e n t u c k y  Powar  to makc s a l e s  normal i e a C i o n  a d ] u e t n ~ o n t ~  based o n  

"normal" wostlmr and cconomic  c o n t l i l . i o n s .  K e n t u c k y  P o w e r ' s  t e s t  

y e a r  r e t a i l  s a l e s  d e c l i n e d  o n l y  1 .6  p e r c e n t  f r o m  t h e  p r e v i o u s  

y e a r ,  a year i n  w h i c h  s a l e s  rcactied the h i g h e s t  level i n  Kentucky 

Power's h i s t o r y .  Tire o b j e c t i v e  of a s a l e s  n o r m a l i z a t i o n  

a d j u s t m e n t  is t o  r e f l ec t  a r e a s o n a b l e  l e v e l  of sales o n  w h i c h  t o  

base  r a t e s  a n d  i n  t h i s  i n s t a n c e  t h e  AG has f a i l e d  t o  s h o w  t h a t  t h e  
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test year level of s a l e s  w a s  a b n o r m a l  or  u n r e a s o n a b l e .  T h e  

C o m m i s s i o n  is of t h e  o p i n i o n  t h a t ,  c o n s i d c r i n g  t h e  s t a t e  of t h e  

e c o n o m y  and current t r e n d s  of reduced a n n u a l  l oad  y r o w t h  i n  t h e  

e lec t r ic  u t i l i t y  i n d u s t r y ,  t h e  t y p e  of a d j u s t m e n t  t.he AG is 

r e c o m m e n d i n g  w o u l d  n o t  be s u f f i c i e n t l y  known a n d  m e a s u r a b l e  a n d  

thereEore w o u l d  n o t  be appropr ia te  for r a t e - m a k i n g  p u r p o s e s .  

M a j o r  S t o r m  D a m a g e  Ex1,ense 

D u r i n g  the tes t  y e a r  K e n t u c k y  P o w e r  i n c u r r e d  $ 2 6 0 , 5 1 8  i n  

e x p e n s e  for repairs due t o  m a j o r  storm d a m a g e .  The AG proposed a n  

a d j u s t m e n t  to r e d u c e  t h i s  e x p e n s e  t o  a n o r m a l i z e d  l e v e l  based on 

K e n t u c k y  P o w e r ' s  h i s t o r i c a l  e x p e n s e  levels. To c a l c u l a t e  t h i s  

a d j u s t m e n t  Mr. H e n k e s  used t h e  same c o n s t a n t  d o l l a r  i n d e x  u t i l i z e d  

b y  K e n t u c k y  P o w e r  i n  d e t e r m i n i n g  i t s  L,roLmscd a d j u s t r n c n l  t o  p l a n t  

m a i n t e n a n c e  e x p n s c  a n d  c a l c u l a t e d  a n  average a n n u a l  e x p e n s e ,  i n  

c u r r e n t  d o l l a r s ,  of $85 ,567 .  A f t e r  a p l > l y i n g  a j u r i s d i c t i o n a l  

factor  of .990 M r .  H e n k e S  proposed an a d j u s t m e n t  to  reduce t h e  

expense  by $17 3,20 1 .- 2 2/ 
While t h e  test y e a r  e x p e n s e  l e v e l  of $260,518 w a s  the 

grea tes t  i n c u r r e d  b y  K e n t u c k y  P o w e r  s i n c e  1975 when i t  b e g a n  

c j ruup inc j  e t o r m - r c 1 n t . c ~ t l  c o s t s  for r e i t o r t i n y  purposes,  the 

C o m m i s s i o n  is ot the o l ' i n i o n  t h a t  K e n t u c k y  Power's i n t e r n a l  labor 

cost s h o u l d  riot bc i n c l u d e d  i n  d e t c r m i n i n y  the a d j u ~ t m c n t .  

K e n t u c k y  Powcr's w i t n e s s ,  Mr. C .  R. l t o y l e ,  A c c o u n t i n g  M a n a g e r  ant i  

A s s i s t a n t  T r e a s u r e r ,  t e s t i f i e d  t h a t ,  "l'hey are n o t  i n c r e m e n t a l  

costs . . . T h e y  a re  [ f o r ]  people t h a t  a re  o n  t h e  payroll b e f o r e  

t h e  storm occurs and  a r e  o n  t h e  p a y r o l l  a f t e r  t h e  storm 

o c c u r a . " G '  F u r t h e r m o r e ,  tticrc i n  n o  c v i d e n c c !  i n  thc record w h i c h  
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r e f l e c t s  t h a t  Kentucky Power's t o t a l  labor cost  was h i g h e r  due to 

the l e v e l  0 1  major s t o r m  damaye ~ ) : j > e n s c  i n c u r r e d  d u r i n g  the test 

y e a r .  

E x c l u d i n g  K e n t u c k y  Power's i n t e r n a l  labor  cost t h e  amoun t  

of test year s t o r m  damaye e x p e n s e  was $53 ,652  and  its avcrage 

a n n u a l  e x p e n s e ,  i n  c u r r e n t  d o l l a r s ,  is $26,398. T h i s  m o d i f i c a t i o n  

of ~ r .  H c n k e s '  proposal r e s u l t s  i n  a n  a d j u s t m e n t ,  for K e n t u c k y  

j u r i s d i c t i o n a l  ol)erations,  t o  r e d u c e  o p c r a t i n y  expenses  by $26,981 

for  r a t e - m a k i n g  p u r p o s e s .  

Biq S a n d y  P l a n t  M a i n t e n a n c e  E x p e n s e  

K e n t u c k y  Power  proposed a n  

increase K e n t u c k y  j u r i s d i c t i o n a l  

e x p e n s e  to  a " l e v e l i z e d "  a m o u n t .  

a d j u s t m e n t  of $1 ,350 ,089 to 

p r o d u c t i o n  p l a n t  m a i n t e n a n c e  

The e f f e c t  of t h e  proposed 

a d j u s t m e n t  is t o  r e f l e c t  a t o t a l  of $10.7 m i l l i o n  of p r o d u c t i o n  

plant m a i n t e n a n c e  e x p e n s e  for d e t e r m i n i n g  r e v e n u e  r e q u i r e m e n t s .  

H r .  Herbert B i s s i n y e r ,  A s s i s t a n t  M a n a y e r  - P l a n t  Main tenance  

D i v i s i o n  ot t h e  A m e r i c a n  Electr ic  P o w e r  S e r v i c e  C o r p o r a L I o n ,  

sponsored t h i s  a d j u s t m e n t  a n d  e x p l a i n e d  t h a t  t h e  p u r p o s e  ot t h e  

a d j u s t m e n t  was t o  l c v e l i z c  the t e s t  y e a r  c x k e n s e  i n  order to  

render i t  r e p r e s e n t a t i v e  for  purposes of d e s i q n i n y  rates.- 2 4 /  

I n  c a l c u l a t i n g  the L,roposed ad j u s t m c n t  K e n t u c k y  Power 

a d j u s t e d  the a c t u a l  m a i n t e n a n c e  e x p e n s e s  for t h e  pcriod f r o m  1970 

t h r o u g h  1982 to  re t lcc t  1 9 8 2  do l l a r s  a n d  then developed a 

r e g r e s s i o n  l i n e  of those e x y e n s e s .  This nic?ttiodoloyy was i n t e n d e d  

to re t lcc t  a n  o n y o i r i y  l e v e l  ot c x p c n s c  anci c l i m i n a t c  the o v e r -  or 

uiidtrr-rocovory t l i a t  coulil occur  i 1 rater+ w ( : r c  tmstrd o n  a n  

a b n o r m a l l y  tiiyti or low t c s t  y e a r  level of cxL)ensc .  
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In analyziny thc proposed adjustment, tho Commission's 

primary concern is that a reasonablc level of cost associated with 

production plant maintenance be included in Kentucky Powcr's 

revenue requirements. Kentucky Power's average annual maintenance 

expense for the past 13 years is $6.1 inillion while the average 

e x p e n s e  for that period, restated in 1982 dollars, is $ 9  million 

annually. For the 5 most recent y e a r s ,  includiny the test year, 

Kentucky Power's averaye annual maintenance expense is $ 8 . 9  

million and never has Kentucky Powcr incurred an annual level of 

production plant maintenance expense as yreat  as the $10.7 million 

it proposes in this proceeding. Furthermore, after adjusting to 

1982 dollars, only 2 o€ the past 13 years reflect expense levels 

as great as $10.7 million,- 25/ 

Mr. Bissinger testified that the age of the plant and 

increased cnvironrncntal, health, and s a f e t h  standards have 

contributed to recent increases in maintenance expense and these 

items were factored into the determination of Kentucky Power's 

ongoing maintenance expense through the use of the regression 

1ine.- 26' No evidence was introduced demonstrating the impact of 

these factors on the regression analysis, nor docs the proposed 

adjustment attempt to quantity the portions of the test year  

axlmnsc related to cycl i c a l  mainl(?nancc, ongoing maintcntincc, or 

extraordinary maintenance. Considering the ty[,cs ot unscheduled 

maintenance rcquircd trorll timc to time, such a s  the test y e a r  

maintenance requircd due to thc problems with t.hc force draft tan 

at Kentucky Power's Big Sandy Unit No. 2 ,  the Commission is of the 

opinion that an adjustment t o  normalize ut- levelize p o w e r  plant 
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maintenance expense should address each type of maintenance 

individually. 

In Case No. 8 4 2 9  Kentucky Power was allowed to i n c l u d o  its 

test ycar plant maintenance e x p e n s e  of al’L>roximatcly $10.2 million 

in the determination of rcvenuc reyuirernents. With $ 9 . 3  million 

in e x p e n s e  dur ing  the test year in this case, it could be aryued 

that Kentucky Power has over-recovered its expense by $ 9 0 0 , 0 0 0 .  

However, as was pointed out during the cross-examination of Mr. 

Bissinger, for as long as Kentucky P o w e r  continues to seck rate 

relief on a frequent basis any over- or under-recovery of 

production plant maintenance expense should bc short-lived and 

easily adjusted in the following rate proceeding. Kentucky Power 

is currently in an oft-peak period regarding its cyclical 

maintenance and will not reach its cyclical 1)aak until 1 9 8 5 ,  by 

which time it will have almost certainly filed another rate 

application with the Commission. Under these circumstances, the 

Commission is of the opinion that the proposed adjustment does not 

render the test period expense rcprcscntativc for rate-maklny 

purj,oses but projects a lcvcl of a x p e n s a  not likely to be incurred 

duriny the period the rates granted h e r e i n  will bc in etfect. For 

the reasons listed herein, t h e  Commission has not accepted the 

adjustment prollosed by Kentucky Power for  production plant 

maintenance cxliense b u t  will allow for rate-making LJurposes t h e  

test ycar expensc of  $9,336,274. 

Employee Related Expenses 

Kentucky Power originally proposed an adjustment of 

$1 ,110 ,467  to annual j z c  its t .oat  yc?,ir-cnd cmp1oyc.o componantion 
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expenses .  In response to the A G ' s  and the Commission's d a t a  

reqwsts, Kentucky P o w e r  made several changes in its calcula.tions 

which reduced the proposed adjustment to $911,087. The Commission 

has mada an additional adjustment to  reflect a revision in the 

calculation of f edera l  unemployment tax e x p e n s e .  The nced for 

this revision was pointcd out by the AG at the L;ublic hcariny. 

This revision reduces the adjustment b y  an additional $1,293 to 

$ 9 0 9 , 7 9 4  which is the amount included in thc determination of 

Kentucky Power's revenue requirements. 

The adjustment allowed herein reflects compensation levels 

as of December 1982 a t  which time Kentucky Power froze salaries 

and w a g e s  in resbonse to eocnomic conditions existing at that 

time. T h e  Commission is encouraged tliat Kentucky Power recognized 

the necd for such measures and took appropriate action. 

Parent Company Tax L o s s  

Historically, AEP has yenerated significant t a x  losses 

which are allocated to t h e  A E P  subsidiaries. In previous rate 

cases Kentucky Power reflected these t a x  losses in its cost of 

service, thereby rcdueiny cost OF service; however, in this 

procoeding Kentucky P o w e r  proposed to rcversc t h i s  position and 

not reflect its share of thc AEP t a x  loss i n  its c o ~ t  of service. 

Mr. William N. D ' O n o f r i o ,  Assistant Trcasursr-Treasury staff ot 

American Electric Powcr Service Corporation, stated that, ' ' t i l t ?  

Company's ~urisdictional ratepayers have not paid tor the expenses 

w h i c h  have y e n e r a t e d  the s u b j e c t  t a x  loss .  It follows, therefore, 

that the ratepayers  should not reap the tax benefits associated 
with euctr expenses .'I- 271 
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The C o m m i s s i o n  f i n d s  M r .  D ' O n o f r i o ' s  a r y u m c n t  to I ) @  

u n p e r s u a s i v e .  A E P ,  as a p a r e n t  c o m p a n y ,  i n c u r s  l i t t l e ,  if: any, 

e x p e n s e s  u n r e l a t e d  t o  tho oiicration ot' its s u b s i d i a r i e s .  

L i k e w i s e ,  AEP gene ra t e s  l i t t l e  revenue n o t  r e l a t e d  to t h e  

opera t i o n  of i t s subs i (1 i a r i cs . A s  Mr. Gerald P. M a l o n e y ,  

V i c e - p r e s i d e n t  a n d  Director of K e n t u c k y  Power a n d  S e n i o r  

Vice-pres ident  of the American E l e c t r i c  Power Service Corporation, 

s t a t e d ,  

Tho t o t a l  a m o u n t  o t  d i v j c l c n d s  received b y  A E P  lrom 
K e n t u c k y  Power  anu t h e  o t h e r  operating s u t j s i d i a r i c s  of 
the AEP S y s t e m  is a p p r o x i m a t e l y  equal to the d i v i d e n d  
that AEP, i n  t u r n ,  pays  o n  its common stock ~ J ~ U S  t h e  
p a r e n t  c o m p n y  ' s operat i n y  c x l j c n s c s .  The 1 , a r c n t  
c o m p a n y ,  A m e r i c a n  E l e c t r i c  P o w e r  CornLJany, has n o  o t h e r  
s i y n i f i  t source of r c v e n u e  o t h e r  t l i a n  t h i s  d i v i d e n d  
i n c o m e  .- 587 

In t h e  s i m p l e s t  of terms, AEP e x i s t s  because of i ts  

s u b s i d i a r i e s ,  and t h e  b o n e f i t s  and costs i n c u r r e d  by AEP flow down 

to  t h o s e  s u b s i d i a r i e s .  I t  w o u l d  bc improper t o r  the c a u s e r  of 

A W ' s  costs, the Kentucky ratcyayer ,  to  n o t  receive t -he  b e n e f i t s  

of said costs, namely t h e  A E P  t a x  loss. Therefore, t h e  Commission 

has made a n  a d j u s t m e n t  of $349,000- 29' t o  reduce K e n t u c k y  Power's 

federal i n c o m e  t a x  e x p e n s e  t o  r e f l e c t  t h e  t a x  loss g e n e r a t e d  by 

AEP. 

N o r m a l i z a t i o n  ot Uook/Tax T i m i n q  Differences 

M r .  D ' O n o f r i o  t e s t i f i e d  t h a t  in r e c e n t  years K e n t u c k y  Power 

han Inovvd c1onc.r t .0 f u 1  1 nririnrrl i z t i t . i ~ ~ r i  o f  l m o k / t a x  L C m i n y  

diffcrcnccs and in t h i s  h ) r o c o c d i n y  h e  r e q u e s t e d  t h a t  t h e  

Corniiiisaion a l l o w  K(.ntlJcky i w w v r  t o  c r w ~ ~ ~ l ~ ~ t , f *  t . t i i < i  riorinnl 1 zat-ioii f.o 

r e f l e c t  t h e  c h a n g e  t o  clearing a c c o u n t s  and u n c o l l e c t i b l e  
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n C C O l l r l ~ . ! l .  ' l ' l r l !  cl>llllllf!1:~~OII 1 s  0 1  !IC Ol>fI l i c 'n  t-tl(lL i t  13 akJlJroL)riato 

t o  n o r m a l i z e  these t i m i n g  d i f t e r c n c e s  a n d  t h e r e f o r e  h a s  a p p r o v e d  

K e n t u c k y  P o w e r ' s  r e q u e s t  t o  i m p l e m e n t  s u c h  a c c o u n t i n g  c o i n c i d e n t  

w i t h  the issuance of this Order. 

C h a r i t a b l e  C o n t r i b u t i o n s  - 
Kentucky P o w e r  proposed a n  a d j u s t m e n t  t o  i n c r e a s e  o p e r a t i n g  

e x p e n s e s  by $31 ,061  t o  r e f l e c t ,  i n  i ts  cost of s e r v i c e ,  t h e  

e x p e n s e  for c h a r i t a b l e  c o n t r i b u t i o n s  made d u r i n g  t h e  tes t  ycar. 

M r .  BOyle  s t a t e d  t h a t  these cont r ibu t ions  were a n e c e s s a r y  [ ) a r t  of 

b e i n y  a r c s y o n s i b l e  corporate c i t i z e n  a n d  show t h a t  K e n t u c k y  Power 

cares a b o u t  i ts  s e r v i c e  area.-  30' Mr. B o y l e ,  however, d i d  n o t  

p r e s e n t  a n y  s u b s t a n t i v e  e v i d e n c e  t l i a t  t h e s e  c o n t r i b u t i o n s  b e n c f  i t  

Kentucky Power's customers. The Commission has c o n s i s t x n t l y  

d e n i e d  the i n c l u s i o n  ot c h a r i t a b l e  c o n t r i b u t i o n s  as a n  o p e r a t i n g  

c x y c n s c  for r a t e - m a k i n y  purposcs  and f i n d s  t l i a t  K e n t u c k y  P o w c r  has 

p r e s e n t - c d  no e v i d e n c e  i n  this proceeding t o  c a u s e  a dcparturc f r o m  

t h i s  p o l i c y .  T h e r e f o r e ,  the iJroL,oscd a d j u s t . m e n t  has l i e c n  t - l c n i d .  

Capaci ty  E q u a l i z a t i o n  C h a r q e s  

B o t h  K e n t u c k y  Power and K I U C  addressed the i s s u e  of 

c a p a c i t y  charges i n  their p o s t - t i e n r i n g  b r i e f s .  K e n t u c k y  Power 

endeavored t o  p o i n t  o u t  t h a t  the c a p a c i t y  c h a r g e s  were a 

r e q u i r e m e n t  of m e m h e r s h i y  i n  the AEP System pool and that t h i s  

cost W A S  outwc iyhvtl l ~ y  t.hti many bcn(:f i t . ! ;  K c n t  ucky pow<:!- r c x c i v e n  

as a member of the ~ ~ 0 0 1 .  KIUC a r y u c d  t h a t ,  i n  l i g h t  of t e s t i m o n y  

prc?ntjnl.etl I r i  L h i H  c8:ic' coricl!riiir~g K c n t u c k y  lJow(:r'n a b i l i t y  to m c ! o t  

its c a p a c i t y  n e e d s  throuyti  the p u r c h a s e  of 5-year f i r m  power, o n l y  
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the test year expense should be allowed without an adjustment to 

normalize the increase in cost incurred during the test year.- 31/ 

The Commission is not p e r s u a d e d  by KIUC and will allow the 

adjustment proposed by Kentucky P o w c r .  llowcver, as Kentucky 

Power's expense for capacity charges continues t o  increase the 

Comniission will continue to monitor these charges, as well as the 

other costs incurred by Kentucky Power clue to its membership in 

the A E P  pool. The Commission will also monitor the cconomic 

benefits of Kentucky Power's membership in the pool to insure that 

Kentucky Power and its ratepayers 

m em be r s h i p . 
Interest on Customer Deposits 

Kentucky Power proposed to 

deposits in the cost of. service as 

is consistent with the treatment of 

continue to benefit from its 

reflect interest on customer 

an above-the-line item. This 

this expense in previous cases 

and insures the rccovery of this cost. None of the intervenors 

objected to this proposal; h o w e v e r ,  the AG rccommendcd that this 

item be classified as a non-operating expense for purposes of 

calculat-iny cash working caL;i tal .- 3 2 1  'rtit: C o n i m i s a i i n  is o f  ~ ~ i t ,  

opinion that interest CxLterise, I)y its very nature, should not bo 

included in the determination of c a s h  working c a p i t a l ,  and 

therefore, has implemented the A G ' s  rccornmcndation. Althouyti the 

test y e a r  intcrost e x l w n s c  of $182,516 is reflected as an 

operatiny expense in Kentucky Power's income statement, it has not 

been included in the determination of cash working capital. 
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Adjustment to AFUDC 

Based on i ts  request to receive a cash return on CWIP, 

Kentucky P o w e r  proposed an adjustment to reflect no AFUDC as 

income on its p r o  forma operating statement. Inasmuch as the 

rcquant  ha^ hcon d(.nicd, t h c  Commission, in accordance with past 

policy, has a d j u s t e d  AFUDC based  on the overall rate of rcturti  

allowed herein and the test year-end balance of CWIP s u b j e c t  to 

AFUDC. T h i s  results in an adjusted lcvcl of AFUDC of $13,050,005 

which reflects an increase of $3,488,167. 

Interest Synchronization 

Kentucky P o w e r  proposed an adjustment t o  reduce state and 

f edera l  income taxes by $3,950,136 to reflect the pro forma 

increase in annual i n t c r o s t  exLJcnse. I n  determining the amount of 

the adjustment Kentucky Power aL)iIl ietl long-term and short-term 

debt interest rates of 10.39 L'ercent and 13.17 percent, 

r e s p e c t i v e l y ,  to the adjusted l e v e l  of these capital components 

exluding any allocation fo r  J D I C .  Kentucky Power contends t h a t  

t h e  Commission's practice of assigning J D I C  to all components of 

the capital structure and treating the interest cost  associated 

with J D l C  debt capital a s  a deduction i n  computing f edera l  income 

t a x  oxpcnse may violate t h e  requirements of the I R S  regulations 

reyarding ttrc job dcvtlloimwnt credit. A S  irupport tor  f t a  

position, Kentucky vower  c i L c * c i  t t i a ?  , J u l y  % Y  , 19143, o i l i n i o n  of t ~ i n  

Kentucky Court of A p p e a l s ,  w h i c h  upheld the Franklin Circuit Court 

in its ruliny against the Commission on the J D I C  i s s u e  in the case 

of Continental Telephone Company v .  Public Service Commission, 

C i v i l  n c t i o n  NO. ~ 1 - ( : r - l 4 6 1  ( 1 0 8 2 ) .  H O W O V C ~ ,  aa  a f i n a l  ruling 
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has yet to be made in that proceeding, the Commission does not 

consider the ruling of the Franklin Circuit Court to establish a 

binding precedent at this time. 

The Commission finds Kentucky POWeT'S aryUment to be 

unpersuasive and is of the opinion that i t s  treatment of J D I C  is 

consistent with IHs Regulation 1 . 4 6 - 6 ( 3 )  which rcquiros t h a t  JDIC 

rcceivu tl iu satnu overi l l  1 ret u r n  a1 1 o w c . d  on crmmon equi t y  , debt  and 

preferred s t o c k  equity. The reyulation requires that J O L C  Iju 

t rea ted  a s  though it were p r o v i d e d  b y  l j r e t c r r e d  sharoholdcrs, 

common shareholders and creditors. The Cornmission is of the 

opinion that its treatment of J D I C  complies with these 

requirements. Thercforc, i n  a c c o r d a n c e  with its past practice the 

Commission has dct~\rmiriccl t-hp ad j u s t m c n t  by applying the embedded 

cost rates applicable to long-term debt and short-term debt to the 

J D I C  allocatcd to the debt components of the capital s t r u c t u r e .  

Using the adjusted capital structure allowed herein, the 

Commission has computed, tor state income tax ~:urpOSeS, an 

interest adjustment of $ 2 , 6 4 8 , 7 9 8  and a reduction in taxes of 

$ 1 5 8 , 9 2 8 .  For f e d e r a l  taxes, the Cornmission has computed interest 

net  of the Allowancc for Horrowed Funds Used Duriny Construction 

( " A H V U n C " 1  %incc Kentucky Power  is now normalizing thc federal 

incornc tax et t ccC o! N I I * ' ~ I ~ C .  ~ J H  t IICJ I \ I ( *  ic*ar-c-tici t3tilancc of. C U T P  

s u h j c c t  to AHFUDC O E  $65,998,838 the Commission has computed an 

interest adjustment of $ 1 , 9 6 6 , 4 1 2  and a reduction in income t a x e s  

Of $ 8 3 1 , 4 4 3 .  

B a s e d  on its requested cash return on CWIP Kentucky  POWCr 

proposed an adjustment to increase deferred €cderal incomc t a x e s  
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by $77,680 t o  r e f l e c t  a decrease i n  AFUDC feedback. Since the 

C o m m i s s i o n  h a s  allowed K e n t u c k y  P o w e r  t o  c o n t i n u e  t o  a c c r u e  AFUDC 

r a t h e r  t h a n  e a r n  a c u r r e n t  cash r e t u r n  o n  CIJIP n o  AFUDC feedback 

a d j u s t m e n t  is n e c e s s a r y ,  and t h e r e f o r e ,  the a d j u s t m e n t  proposed by 

Kentucky P o w e r  has n o t  b c c n  a c c e p t e d .  

A f t e r  a p p l y i n g  the combined  s t a t e  a n d  f e d e r a l  i ncome  t a x  

rate of 4 9 . 2 4  p e r c e n t  to  t h e  a c c e p t e d  pro forma a d j u s t m e n t s ,  t h e  

C o m m i s s i o n  f i n d s  that o p e r a t i n g  i n c o m e  s h o u l d  be i n c r e a s e d  by 

$ 8 , 1 7 2 , 2 3 6  to $52,685,077. 

The adjusted n e t  o p e r a t i n g  income is a s  follows: 

Actual Ad j u s t cd 
Test; Year Ad j us tmcn t 8 T e s t  Year  

N e t  o p e r a t i n g  Income S 4 4 , 5 1 2 , 8 4 1  $ R , 1 7 2 , 2 3 6  S 5 2 , 6 8 5 , 0 7 7  

RATE OY R E T U R N  

K e n t u c k y  P o w e r ' s  embedded cost of l o n g - t e r m  debt for t h e  

end of tlic test y e a r  was 10.39 p r c c n t .  The embedded cost o f  

s h o r t - t e r m  debt €or  t h e  end of t h e  t es t  year was 1 3 . 1 7  p e r c e n t .  

Mr. ItottinChi L c t  prOLmHc-cJ t,<> u!ic 11 12 1Jc.rccfnt coat tnr - 1 l c ) r t  - t . s t r r n  

d c b t  b e c a u s e  t.hc cmbcddcd cost w a s  u n r e a l  istically high  .- 33 /  A t  

the hearing K e n t u c k y  P o w e r  u l j d a t e d  i t s  c a l c u l a t i o n  of t h e  embedded 

cost of short-term debt through J u n e  30, 1 9 8 3 ,  and arrived a t  a 

12-month  average cost of s h o r t - t e r m  d e b t  of 10.77 percent.- 34' The 

C o m m i s s i o n  is of t h e  o p i n i o n  t h a t  t h e  10.39 percent embedded cost 
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o f  l o n g - t e r m  d e b t  a n d  t h e  1 0 . 7 7  p e r c e n t  cost of s h o r t - t e r m  d e b t  

are reasonable .  

Mr. C h a r l e s  A .  R e n o r e ,  F i r s t  V i c e - P r e s i d e n t  a n d  member of 

t h c  board of directors  oi: P a i n e  Wcbbcr M i t c h c i l l  t l u t c h i n s ,  J n c . ,  

w i t n e s s  f o r  K e n t u c k y  P o w e r ,  r ecommended  a r e t u r n  on common e q u i t y  

f o r  K e n t u c k y  Power of 17.5 l ~ e r c e n t  based  o n  h i s  p r o f e s s i o n a l  

j u d y m e n t ,  t h e  r i s k  premium tes t ,  a n d  a d i s c o u n t e d  cast1 f l o w  

( " D C F " )  comparison w i t h  i n d u s t r i a l  common stocks.- 35/ F l r .  Benore 

d e t e r m i n e d  the r i s k  premium be tween l o n y - t e r m  U.S.  governmen t  

bonds a n d  AEP common e q u i t y  t o  be 6 t o  6 . 5  percentage p o i n t s ,  

b a s e d  o n  a s t u d y  b y  I l ~ t m t s o r i  a n d  S i n y u c t i e l c l  arid a s u r v e y  t a k e n  by 

P a i n e  Webber .- 36/ A d d i n g  t h o s e  r i s k  pe rmiu rns  t o  a n  e x p e c t e d  11 

percent r e t u r n  o n  l o n g - t e r m  U . S .  g o v e r n m e n t  bonds  p r o d u c e d  a 

r e q u i r e d  r e t u r n  of 1 7 . 0  to  1 7 . 5  p e r c e n t . -  371 M r .  H e n e r e  a l s o  

p e r f o r m e d  a DCF a n a l y s i s  o n  t h e  S t a n d a r d  & P o o r ' s  ("S&P") 400 

I n d u s t r i a l s  b e c a u s e  AEP h a s  t o  compete a g a i n s t  i n d u s t r i a l s  €or 

i n v e s t o r ' s  c a p i t a l .  U s i n g  t h e  g r o w t h  ra te  i n  n o m i n a l  G r o s s  

N a t i o n a l  P r o d u c t  a s  a y u i d o  a n d  t h c  s u s t a i n a b l e  e a r n i n g s  g r o w t t i  

( " b  x r") m e t h o d ,  M r .  H e n o r e  d e v e l o p e d  a y r o w t t i  rate ot 1 1 . 5  

p e r c e n t  tor  h i s  DCF a n a l y s i s . = /  A p p l y i n g  the 11.5 p e r c e n t  y r o w t h  

r a t e  to  a c u r r e n t  y i e l d  of 4.5 t o  5.4 p e r c e n t  p r o d u c e d  d r e q u i r e d  

r e t u r n  o n  S&P 400  common e q u i t y  of 1 6 . 0  t o  1 6 . 9  p e r c e n t . -  39' Mr. 

Benorc also c a l c u l a t e d  a 1 7 . 2  to  1 9 . 2  percent D C P - d e t e r m i n e d  cost 

of e q u i t y  for Moody's 2 4  e l ec t r i c  u t i l i t i e s  a n d  i n d i c a t e d  t h a t  

t h i s  test c o n f i r m e d  t h a t  A E P ' s  a n d  K e n t u c k y  Powcr's cost of common 

e q u i t y  w a s  1 7 . 5  p e r c e n t . -  4 o/ 
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M r .  B e n o r e ‘ s  t e s t i m o n y  h a s  some s e r i o u s  l i m i t a t i o n s .  I n  

h i s  r i s k  p r e m i u m  a n a l y s i s  h e  based h i s  1 1  percent  r e t u r n  o n  

long-term U . S .  G o v e r n m e n t  b o n d s  o n  a n  e s t i m a t e d  7 p e r c e n t  core 

i n f l a t i o n  r a t e  and a 4 percent  r e a l  r e t u r n . -  41/ I n  h i s  p r e f i l e d  

t e s t i m o n y ,  M r .  R o t h s c h i l d  s t a t e d  t h a t  t h e  Sbbotson and S i n q u e f i e l d  

s t u d y  c o n c l u d e d  t h a t  t h e  r ea l  r e t u r n  o n  l o n g - t e r m  U . S .  G o v e r n m e n t  

bonds only exceeded i n k l a t i o n  by 0.7 to 0 . 9  pt?t.-cent.- 42 /  F u r t h e r ,  

M r .  Henore’s own S c h e d u l e  1 4  i n d i c a t e d  no p r e m i u m  b e t w e e n  t h e  

a v e r a y e  i n f l a t i o n  rate and  t h e  a v e r a y e  r e t u r n  o n  l o n g - t e r m  U.S .  

G o v e r n m c n t  bonds .  G i v e n  t t w  Ibbotson a n d  S i n q u e f i e l d  s t u d y  a n d  

Mr. B e n o r e ’ s  s c h e d u l e ,  t h e  expec ted  r e t u r n  O H  U.S.  G o v e r n m e n t  

b o n d s  should be less t h a n  8 L J e r c e n t ,  g i v e n  a 7 percent  core 

i n f l a t i o n  r a t e .  The i n d i c a t e d  r e t u r n  on AEP’s common e q u i t y ,  

based on tho r i s k  p romium a p p r o a c h ,  would he s u b s t a n t i a l l y  less 

t h a n  1 7 . 0  t o  1 7 . 5  p e r c e n t .  One  l i m i t a t i o n  ot t h e  risk premium 

approach is t h e  f l u c t u a t i o n  of the C’remium b e t w e e n  b o n d s  a n d  

common equity. A t  t h e  h e a r i n g ,  Etr. H e n o r e  a y r e e d  t h a t  t h e  r i s k  

p remium between b o n d s  and common e q u i t y  f l u c t u a t e s  w i t h  c h a n g e s  i n  

f i n a n c i a l  m a r k e t s  and  h a s  b e e n  n e g a t i v e  i n  recent years.- 43’ Thc 

C o m m i s s i o n  is riot c o n v i n c e d  t h a t  an h i s t o r i c a l  average risk 

p r e m i u m  is a p p l i c a b l e  t o  c u r r e n t  bond ra tes  t o  d e t e r m i n e  t h e  cost 

of common e q u i t y .  The r e l a t i o n s h i k )  b e t w e e n  bonds  and common 

c q u i t . y  ClInrlfJC91; o v t . r  I i t n c b  aritl nn t i in t -or  i c , ~ l  i-Ivc‘rilcJo rcbprunc?nt.nt t o n  

of t h a t  r e l a t i o n s h i p  may riot be v a l i d .  

Mr. D c n o r c  ~ ~ c r f o r i n v t l  il DCt’ calculdtion for the equity 

c a p i t a l  to A L P  and Kentucky P o w e r .  The Commission is n o t  
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convinced that AEP is comparable in risk to industrials, 8 s  

rc-l~rc?fbc-nLc*d t)y t l i c .  S b P  4 0 0 .  Tlir? h * t a  cooff i c i e n t  ( “heta”), d 

measure of market related risk, is .70 t o r  A E P  and the avcrayc 

b e t a  for the Moody’s 24 electrics is also .70.- 4 4 1  On the othcr  ‘ 

hand, the average beta for the S&P 400 is close to 1.0 and this 

indicates more market related r i s k  for the s&P 400.- 45’ A l s o ,  

electric utilities in yeneral have more stable revenues than the 

Eirms in the s6P 400 which would t e n d  to indicate lower r e l a t i v c  

risk on t h e  part  of AEP and electric utilities as compared to the 

SSP 400.- 46/  Mr. Benorc compared tlie financial intcyrity o f  AEP, 

Kentucky Power and the S&P 400 t h r o u g h  the use o t  six indicators 

and determined t h a t  A W ’ s  and K e n t u c k y  Power’s financial inteyrity 

was inferior to that of the S&P 400.- 47’ The Commission is not 

convinced that the financial ratios of a diverse group of 

industrials are  comparablc to a homoycneous group of electric 

utiilties or A E P .  Differences, between AEP and the S&P 400, in 
capital intcnsity and s t a b i l  ity of r c v e n u c n  would seem to preclude 

a meaningful comparison of financial ratios. Mr, Henore d i d  not 

perform a DCF calculation for  R E P  becausc of the low level of 

financial inteytity being experienced b y  A L P  and electric 

utilities in yencra1.- 48’ ilowcvcr, this does not validate Mr. 

Benore’s method of pertorminy a DCF’ analysis of the S&P 4 0 0  and 

applyiny the results to A E P .  T h e  dividend growth r a t e  for A E P ,  

both historical artcl LJrojcctcd, accordin0 t o  Valuca Line is 2 

percent .- 49’ Therefore, tlic DCtZ inclicatcwl return on equity l o r  Al.1’ 

and Kentucky P o w e r  would be much lowcr t h a n  Mr. bcnorc’s 17.5 

percent estimate. 
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M r .  K o t h s c h i l d  recommmended a 1 4 . 0  t o  1 4 . 5  p e r c e n t  r e t u r n  

o n  e q u i t y  based o n  K e n t u c k y  P o w e r ' s  r e q u e s t e d  c a p i t a l  s t r u c t u r e  

a n d  a 1 3 . 7 5  to 1 4 . 2 5  p e r c e n t  r e t u r n  based o n  h i s  recommended 

c a p i t a l  s t r u c t u r e . -  H e  deve loped  those r e c o m m e n d a t i o n s  based o n  

a n  i n t e r n a l l y  c o n s i s t e n t  DCF a n a l y s i s ,  a c o m p a r a b l e  e a r n i n g s  

a n a l y s i s  a n d  a r i s k  premium a n a l y s i s . -  "' M r .  I t o t h c h i l d  cnt i ina tod  

a 2 . 6 4  p e r c e n t  y r o w t h  ra te  for the Moody's 2 4  c lec t r i c s  a n d  a . 0 1  

5 2 /  t o  1 . 2 8  p e r c e n t  g r o w t h  r a t e  for A E P ,  based o n  t h e  h x r method. -  

d 

I n  i ts b r i e f ,  t h e  R e s i d e n t i a l  I n t e r v e n o r s  s u p p o r t e d  the 

recommendcd r a n g e  of r e t u r n s  o n  common e q u i t y  p r o p o s e d  by M r .  

R o t h s c h i 1 d . -  53/ 

The  C o m m i s s i o n  is n o t  c o n v i n c e d  of t h e  v a l i d i t y  of M r .  

R o t h s c h i l d ' s  r i s k  p r e m i u m  a n a l y s i s  for t h e  same b a s i c  r c a s o n s  i t  

d o u b t s  the v a l i d i t y  a n d  u s e k u l n e s s  of M r .  B e n o r e ' s  r i s k  p r e m i u m  

a n a l y s i s .  Mr. R o t h s c h i l d  used t h e  b x r m e t h o d  to  de termine  t h e  

g r o w t h  r a t e  used i n  h i s  DCF a n a l y s i s .  ALP'S market  t o  book r a t i o  

h a s  b e e n  less t h a n  1 for  m o r e  t h a n  2 y e a r s  and K e n t u c k y  P o w e r  h a s  

paid d i v i d e n d s  i n  e x c e s s  of e a r n i n y s  s i n c e  1979.- 54' These t w o  

f a c t s  i n d i c a t e  t h a t  K e n t u c k y  P o w e r ' s  e a r n i n g s  a re  i n a d e q u a t e .  If 

m r r i i n f j n  arc. i n , - i c i r * ( j i i < i t v ,  t l ic  b x r m e t l i o d  t e n d s  t . 0  u n d e r s t a t e  t h e  

e x p e c t e d  g r o w t h  r a t e  a n d  t h c  e n t i r e  DCt' d e t e r m i n e d  r e t u r n  o n  

c q u i t y  is u n d c r s t a t c d .  The C o m m i s s i o n  is not c o n v i n c o d  t h a t  

M r .  R o t h s c h i l d ' s  r e c o m m e n d c d  r e t u r n  o n  e q u i t y  is a d e q u a t e  t o  

m a i n t a i n  K e n t u c k y  P o w e r ' s  c u r r e n t  l e v e l  of t i n a n c i a 1  i n t e g r i t y ,  

le t  a l o n e  i m p r o v e  i t .  

The C o m m i s s i o n  r e c o g n i z e s  t h e  n e c e s s i t y  of m a i n t a i n i n y  

K e n t u c k y  P o w c ? r ' s  f i n a n c i a l  i n t e g r i t y  a t  a n  a c c e l ) t a h l a  l e v e l  to  
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p r o v i d e  t h e  f i n a n c i a l  f l e x i b i l i t y  i t  n e e d s .  T h e  C o r n w i s s i o n  a l s o  

r e c o g n i z e s  t h e  a d d i t i o n a l  risk assoc ia ted  w i t h  K e n t u c k y  Power's 

h i y h l y  l eve raged  c a p i t a l  s t r u c t u r e  a n d  i ts  h i g h  l e v e l  of AFUDC 

e a r n i n g s .  H o w e v e r ,  a t  t h e  h e a r i n y ,  M r .  M a l o n e y  s t a t e d  t h a t  

K e n t u c k y  P o w e r  h a s  a m a n a g e a b l e  t i n a n c i n g  program.- 55' T h e r e f o r e ,  

a f t e r  c o n s i d e r i n g  a l l  t h e  c v i d e n c e ,  i n c l u d i n g  K e n t u c k y  P o w e r ' s  

c u r r e n t  f i n a n c i a l  c o n d i t i o n ,  t h e  C o m m i s s i o n  is or t h e  o p i n i o n  t h a t  

a r a n g e  of r e t u r n s  o n  e q u i t y  of 16 t o  1 7  p e r c e n t  is t a i r ,  j u s t  and 

r e a s o n a b l e .  A r e t u r n  o n  e q u i t y  i n  t h i s  r a n y e  w o u l d  n o t  o n l y  allow 

K c n t u c k y  P o w e r  t o  a t t r a c t  c a p i t a l  a t  r e a s o n a b l e  costs t o  i n s u r e  

c o n t i n u e d  s e r v i c e  a n d  p r o v i d e  tor n e c e s s a r y  expansion to m e e t  

f u t u r e  r e q u i r e m e n t s ,  b u t  a l s o  would r e s u l t  i n  t h e  lowest poss ib le  

cost  t o  t h e  r a t e p a y e r .  A r e t u r n  o n  common e q u i t y  of 16.5 p e r c e n t  

w i l l  a l l o w  K e n t u c k y  P o w e r  t o  a t t a i n  t h e  a b o v c  O b j e c t i v e s .  

A p p l y i n y  rates of. 1 6 . 5  p e r c e n t  t o r  comnion e q u i t y ,  1 0 . 3 9  

p e r c e n t  f o r  l o n g - t e r m  d e b t  a n d  10.77 p e r c e n t  f o r  s h o r t - t e r m  d e b t  

to  t h e  capital s t r u c t u r e  a p p r o v e d  h e r e i n  p r o d u c e s  a n  o v e r a l l  cost  

of c a p i t a l  of 1 2 . 6 4  p e r c e n t  a n d  p r o v i d e s  a r a t e  of r e t u r n  o n  n e t  

i n v e s t m e n t  of 1 2 . 4 9  p e r c e n t .  The C o m m i s s i o n  f i n d s  t h i s  o v c r a l l  

cost ot c o y ) i t a l  L o  bc t a i r ,  JUS(. ani1 r chasono t J l e .  

Ht:VI.NlJI: REOlJ I l<EMI.:fJTS 

Tl~e Coinmiss ion  has dc-Lcrminecl  t.hat K e n t u c k y  Powor n e e d s  

a d d i t i o n a l  a n n u a l  o p e r a t i n g  i n c o m e  OF $ 2 , 1 3 9 , 0 6 9  to p r o d u c e  a r a t e  

of r e t u r n  of 16.5 p e r c e n t  o n  common e q u i t y  b a s e d  o n  t h c  a d j u s t e d  

h i s t o r i c a l  t e s t  y c a r .  A t t e r  thc p r o v i s i o n  lor s t a L e  and federal 

income taxes  t h e r e  is an o v e r a l l  r e v e n u e  d e f i c i e n c y  of $ 4 , 2 2 4 , 0 2 0  

w h i c h  is t h e  a m o u n t  ot a d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n .  T h e  n e t  
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o p e r a t i n y  i n c o m e  r e q u i r e d  t o  a l l o w  K e n t u c k y  P o w e r  t h e  o p p o r t u n i t y  

t o  pay  its o p e r a t i n g  e x p e n s e s  and f i x e d  cos t s  a n d  h a v e  a 

r e a s o n a b l e  a m o u n t  for equity growth is $ 5 4 , 8 2 4 , 1 4 6 .  The required 

o p e r a t i n g  i n c o m e  a n d  t h e  i n c r e a s e  allowed h e r e i n  a r e  c o m p u t e d  as 

fol l o w s  : 

Net C i p e r a t i n y  Income Found 

Adjusted N e t  O p e r a t i n g  Income 52,685,077 

Net Operating Income k f i c i c n c y  2,139,069 

R e a s o n a b l e  $ 5 4 , 8 2 4 , 1 4 6  

A d d i t i o n a l  Kevenue  Required $ 4 , 2 2 4 , 0 2 0  

T h e  a d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n  w i l l  provide  a r a t e  

of r e t u r n  o n  n e t  o r i g i n a l  cost of 1 2 . 4 9  p r c c n t  and a n  overall 

r c t u r n  o n  total c a p i t a l i z a t i o n  of 12.64 p r c e n t .  

The  r a t e s  a n d  c h a r y c s  i n  A1)pcndix A a r e  c l e s i y n c d  t o  p r o d u c e  

gross o p e r a t i n g  r e v e n u e  of $182,964,368 w h i c h  i n c l u d e s  o t h e r  

o p e r a t i n g  r e v e n u e  of $ 1 , 5 9 0 , 5 6 5 .  

OTHER ISSUES 

R a t e  D e s i g n  

K e n t u c k y  Power proposed c h a n y c s  t o  the R e s i d e n t i a l  Elec t r i c  

Service (“H.S.”), L a r g e  G e n e r a l  S e r v i c e  ( “ L . G . s . ” ) ,  Municipal 

NaLorwarkn ( “ r l . ~ . ”  1 , 0uniit.i L y  1 ’owcl t  ( “ ~ , i > . ” )  , i i r d  I r ~ l u n t r i o l  Powcr 

( “ 1 . P . ” )  T a r i f t s .  I n  t h e  R . S .  Tarifi, K e n t u c k y  Power p r o p o s e d  t o  

decrease t h e  n u m b e r  oE s t e p s  i n  tlic c n c r y y  c h a r g e  from thrcc to  

t w o .  Par the L . G . S .  TartLf, Kcntuuky P o w o r  ~ ~ C J ~ O S C Y ~  t o  roduce t l ~ o  

e n e r g y  c h a r y e  trom three s t e p s  t o  a s i n g l e  c h a r g e  f o r  all KGJH 

sa l e s  and t o  add a demand  c h a r g e .  For the M . W .  T a r i f f ,  K e n t u c k y  

Power p r o p o s e d  t o  r e d u c e  the e n e r g y  c h a r y e  f r o m  two steps t o  a 
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s i n g l e  charge  tor a l l  KWH u s e d .  A d d i t i o n a l l y  K e n t u c k y  Power 

proposed t o  c o m b i n e  t h e  Q . P .  a n d  I . P .  t a r i f f s  i n t o  a new Q u a n t i t y  

Power  t a r i f f  i n  w h i c h  the delivering voltage dctermincs  t h e  rates 

t o  be charged. None of t h e  in tervenors  objected t o  t h e  proposed 

chanyes i n  t h e  rate design, but Mr. A n t h o n y  E l a r t i n ,  a t t o r n e y  for 

t h e  R e s i d e n t i a l  I n t e r v e n o r s ,  objected t o  t h e  " f r o n t  l o a d i n g "  oE 

t h e  r e s i d e n t i a l  rates. 

The C o m m i s s i o n  h a s  a c c e p t e d  K e n t u c k y  P o w e r ' s  p r o p o s e d  r a t e  

d e s i y n  m e t h o d o l o y y  b u t  h a s  adjusted t h e  proposed revenue i n c r e a s e  

i n  e a c h  b l o c k  of e a c h  r a t e  c l a s s  by t h e  p e r c e n t a y e  of r e v e n u e  

increase allowed h e r e i n  d i v i d e d  b y  the requested r e v e n u e  increase. 

KenCucky Power  1)roposed t h a t  since t a r i f f s  Res ident ia l  

Service - Time of Day ("R.S.-T.O.D.") a n d  R e s i d e n t i a l  S e r v i c e  - 
Load Managemen t  - T i m e  of Day ( " R . S . - L , . M . - T . O . D . " )  a r c  s t i l l  

e x p e r i m e n t a l  a n d  are t i e d  to  t h e  R . S .  t a r i f f  by a com,>lex 

m e t h o d o l o y y ,  t h e  Cornniission should follow t h e  procedure used i n  

Case N o .  8 4 2 9 ,  w h e r e b y  K e n t u c k y  P o w e r  w a s  ordered t o  file w i t h i n  

30 days f r o m  tile d a t e  of t h e  Order  the R.S.-T.O.D. and 

R.S.-L.M.-T.O.D. t a r i t f s  t i e d  t o  t h e  m e t h o d o l o g y  a p p r o v e d  i n  Case 

No. 7687,  G e n e r a l  A d j u s L m c n t  01 l latca ot K c n t u c k y  Power Com1)any. 

The C o m m i s s i o n  accepts K e n t u c k y  Power's 1,roposed c h a n g e s  i n  

t h e  G . S .  a n d  L.G.S. t a r i t t s  t h a t  w o u l d  limit t h e  a v a f l i b i l i t y  ot 

s e r v i c e  t o  new c u s t o m e r s  t o  loads  of n o t  m o r e  t h a n  100 KW and, 

1,000 KVA, r c s y e c t i v c l y .  C u s t o m e r s  c u r r e n t l y  r e c e i v i n y  service 

u n d e r  these t a r i f f s  may c o n t i n u e  t o  r e c e i v e  s e r v i c e  until t h e i r  

load c h a n g e s  as s p e c i f i e d  i n  t h c  t a r i f f .  
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Fuel Cost Synchronization 

In Case No. 8648 ,  Adjustment of Rates for Wholesale 

Electric Power t o  Member Cooperatives of East Kentucky P o w e r  

Cooperative, Inc., the Commission sta ted  that the issue of fuel 

cost synchronization would be investiyat-ed further to determine 

whether an adjustment " t o  z e r o  o u t  t h e  rucl adjustment clausc" for 

each electric utility was necessary. Thus, the Commission ha5 

investigated the possibility of such an adjustment in this case 

even though no party of record proposed it. 

Kentucky Power's witness Mr. boyle s t a t e d ,  

By the very nature of the fuel adjustment clause 
mechanism e.g., the two month recovery lay, the 
provision reyardiny energy purchased duriny a torced 
outaye, it would be unlikely that fuel revenue and 
kucl expenses w o u l d  Ilo (?qual ( i i rr iny  a n y  twelve month 
period . Thcrcfore, whilc a inismatch of varying 
magnitude can be expected to recur, the net 
difference between fuel yzF and revenue should not 
be substantial over time.- 

During the hearing, Mr. Hoyle provided a c o p y  of his working 

papers showing that fuel revenues exceeded f u e l  e x p e n s e s  by 

approximately $1,352,598 during the test year.- 57/  

Certainly, the Commission does not wish to g i v e  Kentucky 

W w t - r ,  or any r ) ?  lit-r P I  ect r ic u t  i 1 i t .y , thc opportunity to rc'cover 
the samc lucl costs L W i C c t .  L L k e w L r t c . ,  t.h<: Cvnl i t i i t~sfon (loon n c , l  WIRI I  

to penalizr: Kentucky Power  or any ottmr e l e c t r i c  utility u n j u s t l y .  

I lowcvcr ,  t h e  Commission is o t  ttie o l J i n i o n  that an 

adjustment of this type is n o t  necessary at ttiis time. 

Furthermore, the Commission will not accebt such an adjustment 

until substantial evidence is 1)resented t o  convince t h e  Commission 

that i t  is required. 



Cost O f  Service Studies 

Kentucky Power witness, M r .  Dennis Bethel, Senior R a t e  

Analyst in AEP Rate Department, filed an embedded non-time- 

differentiated cost of s e r v i c e  stud) to support proposed revenue 

allocation and rate desiyn changes. The study allocated capacity- 

related costs among customer classes usiny thc average of the 1 2  

monthly coincident peaks (12CP) of each class. Certain 

distribution costs were classified into demand and customer 

related costs by use of the minimum distribution system method. 

Kentucky Power also filed six time-differentiated cost of 

service studies in response to the Commission's Order in Case No. 

8 4 2 9 .  Kentucky Power witness, M r .  Mark Hcrndt, Hate Analyst in 

AEP Rate Department, prepared the six studies. The primsry 

difterence between the studies was how the caiJacity related costs 

were allocated to the customer classes. 'l'hc a 1 locat ion 

methodologies used in the studies were f u l l  availability dispatch, 

proportional responsibility, probability of contribution to peak, 

negative capacity days, loss of load probability, and a 

combination of full availability dispatch and loss of l o a d  

probability. 

In the  Order in Case No. 11429, tlie Commission cautioned 

Kontucky P o w c r  t-tlat it w o l i l t l  "be rc?luct.ant- to dc.viatc yreatly from 

the historical allocation of rovenuc until time-dit turunLintcd 

cost  0 1  uurvicu R t . i i t l i v s s  at-(' H i i l ) r n i L t  od tJy Kt8rrl:ucky Power.''- 

Lable ot class rates of return d e v e l o p c c l  in t h o  s t u d i c ? s  Is 

presented in the testimony of Kentucky Power witness, Mr. Louis 

A 

5 8 /  

Jahn, Manager ot Hate Research and &sign Uivision at AEP.- 59/ 
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careful review of these results indicates t h a t  the rates of return 

among classes do not. var) signiticantly when tlif Eercrit allocation 

methodologies are used. Based on this observation Kentucky Power 

proposed to use the results of the 12Cp method to allocate t-he 

revenue increase among classes. However, tllis does not negate ttic 

need for a time-differentiated cost of service study. According 

to Mr. Jahn's testimony, a time-ditterentiated study is useful tor 

desiyn iny time-ot-day rates .- 60/ Since time-of-day rates arc 

currently bciny studied, it is @xiJcCted that there will be a 

continuing need to LJresent at least one timc-differentiated study 

in future r a t e  cases. Kentucky Power witnesses, M r .  Jahn and Mr. 

Berndt, indicated a preference for the method which combined the 

full availability dispatch and loss of load probability.- 61/ This 

combination incorporates the historical perspective of the full 

availability dispatch and 1.he torward looking perspective of the 

loss of load probability. Whichever model is used in the future, 

sutficient documentation must be provided to allow the Commission 

and intervenors to examine alternative assumptions and 

allocations. 

For dcterrnininy revenue allocation in the present case, t h e  

Commission finds that the results of the 12CP cost of scrvicc 

study provide an adequate reference for its determination. 

Interclass Risk Analysis 

I n  rvsLmfir3u t c ,  C l l v  ( : c m n i l ~ f l i o n *  n o r - f l r - t -  1 1 1  C a n e  No. fl429, 

Kentucky Power prepared a study to uc.termine i t  risk diffarcnccs 

t)oLwoon c u s t o m e r  c l a s n c ! s  could I)u iderrti f i c d  and used to assign 

income responsibilities. Kentucky Power witness, Mr. Bethel, 
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performed t h e  study an3 presented the conclusions in his 

testimony. One ;,base of t h e  analysis consisted of regressing 

several financial variables against the dependent variables, Value 

Line Betas and S & P ' s  bond ratings, which are two commonly used 

measures of risk. The financial variables, percent residential 

and percent intlustrial revc!iiucs, wc!r(' Zouncl L o  tic statist-ical ly 

insignificant in exijlaining the variation in Beta or bond rating. 

Another phase or the analysis ranked customer classcs according to 

the variations in class revenues, revenues excluding fuel and kwh 

sales o v e r  time. Since no consistent ranking of class could be 

developed, it was concluded that risk differences between classes 

of customers should not be considered in assiyning rates O C  return 

to classes. 

Although there w e r e  s o m e  questions concerniny d a t a  and cer- 

tain details ot t h e  analysis, the Commission finds the study to be 

a reasonable attempt at addressiny a very difficult subject. As 

Kentucky Power continues its efforts to equalize class rates of 

return yradually, t l i e  significance of tliis type of analysis 

increases. Thus the Commission expects  tho concerns it raised in 

i t s  prrw ious 0rdr.r to cont i n u e  . 
Revenut? A 1  location 

Kentucky Powc'r witness, Mr. Robert H i b h ,  R a t c ! s  and Tariffs 

Manayor Lor KcnLilcky 1 J O w f r  , ~~rosonted clans a l l o c a t - i o n n  O L  rt3vef'Iuc' 

increases based on thc results of Kentucky Powcr's embedded cost 

of service study. Generally, the proposed revenue increase was 

distributed to the customer classcs on an inverse relationship to 

the current class rates of return. For instance, the largest 
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p e r c e n t a g e  i n c r e a s e  i n  rates is proposed for the residential 

c l a ~ s ,  which providcarr t t i c !  lowest ratc o f  rot u r n .  'rlw r c n i d c n t . i a 1  

Class  c u r r e n t l y  p r o v i d e s  a 6.34 p e r c e n t  r a t e  o f  r e t u r n  and a 20 

p e r c e n t  r e v e n u e  increase is proposed .=/ T h e  r e v e n u e  i n c r e a s e  of 

20 k e r c e n t  is tho maximum i n c r e a s e  proposed f o r  a n y  c l a s s  of 

customers. M r .  Bibb t e s t i f i e d  t h a t  K e n t u c k y  Power's o b j e c t i v e  is 

to  g r a d u a l l y  e q u a l i z e  class r a t e s  of r e t u r n  a n d  t h a t  i t  w o u l d  take 

approximate ly  five more r a t e  cases Lor K e n t u c k y  Power to  rcalizc 

this o b j e c t i v e  .- 6 3/ 

K I U C  w i t n e s s ,  Mr. George G e r a s i m o u ,  p r e sen ted  a n  

a l t e r n a t i v e  c l a s s  a l l o c a t i o n  of r e v e n u e  i n c r e a s e s .  His 

a l t e r n a t i v e  was developed u s i n g  the r e s u l t s  oL K e n t u c k y  Power's 

embedded cost  of s e r v i c e  study. H o w e v e r ,  r a t h e r  t h a n  e s t a b l i s h  a 

maximum r e v e n u e  increase t o  any class ot c u s t o m e r s  M r .  G e r a s i m o u  

proposed t h a t  t h e  o b j e c t i v e  of e q u a l i z i n g  c l a s s  ra tes  of r e t u r n  be 

accompl ished  This approach w o u l d  y i e l d  a 

26 p e r c e n t  i n c r c a s c .  lor  t h e  r c ~ s i d c n l i n l  c l a n s  a n d  I n c r n a s c ~ s  for  

t h e  g e n e r a l  s e r v i c e ,  l a r g e  general service a n d  i n d u s t r i a l  c l a s ses  

t h a t  arc smaller t h a n  those proposed by K e n t u c k y  P o w e r .  

i n  t h ree  r a t e  cases ,- 64' 

The C o m m i s s i o n  n o t e s  t h a t  t h e r e  has b e e n  s o m e  movement 

toward e q u a l i z i n g  c l a s s  raLes of r e t u r n  f r o m  the lest caso t o  this 

case. A l t h o u g h  t h e  m o v e m e n t  has b e e n  s m a l l ,  the C o m m i s s i o n  f i n d s  

that i t  c o n f o r m s  t o  i t s  n o t i o n  of qradual  shifting ot class 

rc"vontiocI. 'I'hrt*t ora-,  t - t i c -  C'oriirninnfon 1 i ntls t l int.  tho r e v e r r u c  

a l l o c a t i o n  LJroposed b y  K e n t u c k y  Powcr  is r c a s o n a h l o  and t h a t  tltc 

r c w n i i c  j n c r o o e c -  9 1 - & 1 1 t ~ c !  i n  t t t i s  C J R C  r,!lould t>c a1 located i n  

s i m i  ler prolmrt i o n s  t o  t h o s e  i>roposcd by Kcntucky power. 

- 3 9 -  



Interruptible Tariff 

Pursuant to the Order in Administrative Case No. 203, Hate- 

making Standards Identified in the Public Utility Regulatory 

Policies Act of 1978, Kentucky P o w e r  tlas tiled an interruptible 

rate schedule in this case. The  sc ! i edu le  makes inturruptit,le scr- 

vice available to customers with demands Q E  at least 5 , 0 0 0  

kilowatts. 

Kentucky Power witness, M r .  Jahn, testitied t h a t  the 

interruptible schedule reflects a 15  percent discount as compared 

to the firm service tariff.=’ The 15 LJcrcent discount wasabased 

on the experience ot other AEP companies. However, Mr. Jahn 

stated that the 1 5  LJercent discount may be altered in tuturo rate 

cases dckending on thc expericnce gained.- 6 h /  Mr. Jahn further 

testified that presently there are 17 customers who would qualify 

for interruptible service ana that Kentucky Power p l a n s  to Contact 

these customers and inform them of the availability of the tariff 

if the tariff is approved.- 6 7 /  

The Commission is of: the opinion that an interruptible rate 

is a reasonable means to attem1)t to control load yrowth. Thc 

Commission i n t . c n r i H  to encourage such ratcs. Therefore, the 

Commission has approvcd t h e  proposcd i n t - c r r u i ) t l t , l t . !  taritl witti C t l c  

understanding l t ia l .  Kc%ntucky I’owcr will une tlrc Car i f f  to assc?sB 

the potential interest of its custorncrs. In its next rate casc,  

Kentucky P o w e r  should report on its  efforts to determine the 

interests in the tariff and considcr l x o p o s i n g  modifications that 

are  cost-justified and which may LIrornote a wider use of tho 

tariff . 
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Price Elasticity Adjustmcnt 

Kentucky Power witness, Mr. Jahn, provided an alternative 

set of rates for the R.S., General Service ( " G . S . " ) ,  L . G . S .  and 

Q.P. tariffs.- 68' The rates hc provided werc developed by 

adjusting the historical bill ing determinants for a price 

elasticity effect. Mr. Jahn's reasoning for the adjustment is 

that if hiyher prices or rates are granted, then one should expect 

a reduction in the billing determinants, which reflect t h e  

quantity oi electricity demanded. 

In order to measure the price elasticity eftcct, multiple 

rcyression analysis was performed. Multiple regression analysis 

is a statistical technique which examines the variation in one 

variable, called a dependent variable, in terms of suvcral explnn- 

atciry variablcn, c a l l c t l  indciicndcnt v a r i a b l e s .  Thc r e s u l t  ot the 

analysis is a mathematical relationship between thc independent 

variables which minimizes the variations in the dependent vari- 

able. In the case where there is only one independent variable, 

regression analysis can be thought of a s  tinding the line which 

best fits the data 1,oints. The principle of multiple regression 

analysis is the same. 

A regression model for the residential class of customers 

was dcvelopcd. 'rho clolwnJt?nL vnrl:itrlc. w n ! ~  t l i c .  k w l i  conoiirnl~t fon pur 

cuatnmc-r. Thc- indci,ondcnt variables wt'rc! t h e  real marginal price 

ot elcctricity, incoiiir? and w c a t . l i ~ ~ r ,  A t h i  rc! rc:yrc.ssicui model war+ 

develolJed tor the industrial class ot  customers. The dopandent 

variable was a n n u a l  kwh consum1)tion b y  t h e  class. The independent 

variables were average price, manufacturing employment and a 

- 4 1 -  



manufacturing production index. Since the logged values of all of 

the variables cxccpt wcather were used in t t l c  rcyt-cssion analysis, 

the reyressFon cocfficients for the  rice of electricity were 

considered estimates of price elasticity for each c l a s s .  T h e  

price elasticity estimates for the residential, commercial and 

industrial classes were - . 6 2 8 ,  -.219 and -.315, respectively.- 69/ 

The standard error associated with these price elasticity 

estimates were .lY37, .1287 and . 0 8 9 2 ,  respectively.- 701 

M r .  Jahn tcstif icd that the only indc1,cndent variables that 

were used in the computer runs ot the reyrcssion models wcre Ctlosc 

presented in the Einal m o d e l .  Ottier tlian data transformations, no 

alternative variables were subjected to statistical analysis.- 7 1/ 

Further, Mr. Jahn's modcls for the residential and commercial 

72/ classes only considered historical data from 1970 throuyh 1979.- 

tlc testified that this wa4 a consequence of tt~eir reliance on uata 

bank services and that it would be cost-k,rohibitive for Kentucky 

Powcr to prepare more currcnt information.- 73' Based on previous 

models tiled with tlrc Commission, there a r e  other relevant and 

more current economic and demographic data that should be 

considered and subjected to statistical analysis. 

In addition, the Commission in its rate-making procedures 

employs a historical test year and considers pro forma adjustments 

tor known and m e a s u r a b l e  changes in exLJcnscs. For examble, i t  a 

utility providcs  evidence t h a t  a u n i o n  contract calls for a 5 

percent increase in the near future and the Commission finds the 

amount r c a s o n a b l c ,  t h o  historical waycs art- adjuntocl t o  ref l c ' b c t  

t ,ho chanyn .  Ilnwovor i n  t.tlr! C C I R O  ot a l > t i c i >  ~ l n n t l c i t y  adjuntmcant., 
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the utility is presenting the Commission with a statistical 

estimate to be considered as known and measurable. Consider the 

thrust of this request in this case. For instance, Kentucky Power 

is asking the Commission to allow it to adjust the billing 

determinants used to s e t  rates for t h e  residential c l a s s  Of 

customers based on t h e  price elasticity estimate of -.628. 

However if the 95 percent confidence interval of this estimate is 

calculated, one calculates a range of -1.007 to -.249.- 7 4 /  That 

is, one can be 95 percent confident that the true price elasticity 

value falls in the above range. Similar confidence intervals can 

be calculated for the commercial and industrial price elasticity 

estimates. The  Commission's known and measurable standard was 

n e v e r  intended to extend to euch uncertain adjustments. 

Finally, Mr. Jahn testified that Kentucky Power has never 

included a price elasticity adjustment in any previous rate cases 

and that historically stockholders have absorbed the risk of sales 

l o s t  due to price increases.- 7 5 /  This observation supports tihe 

Commission's previously stated position that the business risk 

associated with a price elasticity adjustment is a l r c a d y  

intcrnal izcd i n  t l i r !  8tocktiolclc:r's r i s k  arid return evaluation 

associated wit11 utilities in Kentucky.- 

1. tic: 

7 6/ 

(IC! n i o s Ttlc rc f orca , Cornin i H s ion t tr (: 1) r i cc e I as t i c i t y 

ad JU8tmt?ljt prO[>OG;ctl I,y K . r ? i l t  ucky I ~ o w c r  . 
SUMMAkY 

The Commission, having considered the evidence of record, 

and being advised, is of the opinion and finds that: 
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1. T h c  r a t e s  i n  A p p e n d i x  A a r c  tht :  t a i r ,  j u s t  a n d  

reasonable r a t e s  for K e n t u c k y  P o w e r  and will produce y r o s s  a n n u a l  

revenue of a p p r o x i m a t e l y  $182,964,368. 

2 .  Thc r a t e s  of r e t u r n  g r a n t e d  h e r e i n  a r e  f a i r ,  j u s t  and 

r e a s o n a b l e  a n d  w i l l  p r o v i d e  for  t h c  f i n a n c i a l  o b l i y a k i o n s  of 

Kentucky Power w i t h  a r o n s o n a b l c  a m o u n t  r e m a i n i n g  tor equity 

y r o w t h .  

3 .  The r a t c s  proposed by K e n t u c k y  Power  would produce 

r e v e n u e  i n  excess of t h a t  f o u n d  r e a s o n a b l e  h e r e i n  and should be 

d e n i e d  u p o n  a p p l i c a t i o n  of K R S  278.030.  

IT IS TtiEREFORE ORDERED t h a t  t h e  r a t e s  in A p p e n d i x  A be and 

thoy hereby arc approwd for  service runtlcrod Liy Kentucky Power on 

and after S e p t e m b e r  2 0 ,  1983. 

IT IS  YUHYHER ORDEHtD t h a t  the r a t c s  Lroposed  by K e n t u c k y  

Power bc a n d  they hereby a r e  d e n i e d .  

IT IS  YURZ’HEH 0 H D E R t : U  t h a t  w i t h i n  30 d a y s  from t h e  d a t e  of 

this Order K e n t u c k y  Power shall file w i t h  the C o m m i s s i o n  t h e  

R.S.-T.O.D. a n d  H.S.-L.M.-T.O.D. t a r i f f  s h e e t s  w h i c h  are t o  bc 

tied, u n d e r  t h e  methodology apirovcd i n  Casc N o .  7 6 8 7 ,  t o  t h e  R.S. 

ra tes  e s t a b l i s h e d  h e r e i n .  

1’1’ I H l ~ ~ 1 1 l ~ ’ l ’ l l l : l ~  ~ ~ l ~ i ) l : l t l ~ : l ~  1 lint I 1 1 1 .  A ,(:. t 4  tncil. loti I CJ rovcjki,  

c c r t i f i c a t e  be a n d  i t  hereby is y r a n t c d  to t h c  c x t c n t  t h a t  t h e  

C o r n m i s s i o n  has i n i t i a t e d  Case N o .  H 9 U 4 ,  An  I n v c s t i y a t i o n  o t  the  

Necessity a n d  U s c E u l n c s s  ot  and t h e  C o s t  K e s p o n s i b i l i t y  For t h e  

H a n y i n g  R o c k - J e f f e r s o n  765-KV T r a n s m i s s i o n  L i n c  I Jnder  C o n s t r u c t i o n  

Hy K e n t u c k y  Power Company. 
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IT IS FURTHER ORDERED t h a t  w i t h i n  3 0  days tronl t h e  d a t e  of 

t h i s  Order Kentucky Power s h a l l  file w i t h  t h e  Commission its 

r e v i s e d  t a r i f f  s h e e t s  s e t t i n y  o u t  t h e  r a t e s  apL)rovcd h e r e i n .  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i s  20th day of September, 1983. 

PUBLIC S E R V I C E  COMMISSION 

Did not participate 
Vice Chairman 

Commissioner 

ATTEST : 

Sec re t a r y  
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A P P E N D I X  A 

APPENDIX TO AN ORDER OF THE KENTUCKY P U B L I C  SERVICE 
COMMISSION IN CASE NO. 8 7 3 4  DATED SEPTEMBER 20, 1983. 

The  fol lowing rates and charges a r e  yrescrihcd f , x -  the 

Customers  i n  t h e  area served by Kentucky P o w e r  Comiiany. A l l  

other rates  and charycs not S p C i t i c a l l y  mentioned herein s h a l l  

remain the samc as those i r r  efrect u n d e r  a u t h o r i t y  of ttlis 

C o m m i s s i o n  prior to ttic e f f e c t i v e  d a t e  of t h i s  order .  

TARIFF H. S .  
( R e s i d e n t i a l v i c e )  

S e r v i c e  Charyc  $ 3 . 6 0  pcr month 

Energy C h a r y c  
First 500 k w h r s  per month 4 . 5 7 0  # per k w h r  
A l l  Over 500 k w h r s  i’er month 3 . 9 9 ~ 1  # pc!r kwhr 

TARIFF G .  S .  
( G e n e r a l  Service) 

Customers receiviny service u n d e r  this t a r i f f  on or 
prior to Scptembcr 2 0 ,  1083, w i t h  dcmands less t h a n  100 k w  may 
qualify for serv ice  utider t h i s  L a r i f t  o n l y  tor continuous 
s e r v i c e  at the premises occul) ic?d by t h e  c u s t o n l c r  on Sei,tembcr 
20, 1 9 8 3 ,  and o n l y  u n t i l  such time 3 s  t t w i r  c o n t r a c t  c a p a c i t y  
or normal  maximum c a l j a c i t y  r c q u i r e m c n e s  ctxcocd 100 k w .  

S e r v i c e  Chargc  
Noli Demand Mete red Customers $ 8.55 pcr month 
Dtmand Metered Custorncrs 9.70 iwr m o n t h  

E:ncrgy Charyo 
K w h r s  equa l  to first 50 L i m e s  

K w l i r s  cquol 110 n c x t  150 t.imes 

K w h r s  i n  excess or: 2 0 0  times 

k w  of m o n t ) l l y  b i ]  1 ing tlCmiJIltf G .  2 3 2  I# l)(:r k w t r r  

k w  of m o n t h l y  bi  I l i n g  demand 5 . 1 8 9  6 iwr k w h r  

k w  of m o n t h l y  billing demand 4 . 0 3 5  g! per k w h r  

Equipment C r e d i t :  5 . 2 7  per kw of monthly h i l l i l . r y  demand. 



A v a i l a b i l i t y  01 S e r v i c e :  A v a i l a b l e  lor  y e n c r a l  t ; t ? r v i c e .  
C u s t o m e r s  s h a l l  c o n t r a c t  tor  a d r f i n i t e  a m o u n t  of e l ec t r i ca l  
c a l m c i t y  i n  k i  l o v o t t - a m p e r e s ,  w t l i ch  s h a l l  be s u f f i c i e n t  to  
m e e t  n o r m a l  maximum r e q u i r e m e n t s  h u t  i n  n o  case s t ia l l  t h e  
c a p a c i t y  c o n t r a c t e d  f o r  bc l e s s  t l r a n  50 kva. The Com1:any may 
n o t  be r e q u i r e d  t o  s u p i , l y  c a j r a c i t y  i n  excess of t h a t  
contracted tor cxcei , t  by m u t u a l  agreement .  Contracts will be 
made i n  r n u l t i l ~ l e s  of 25  k v a .  

E t f c c t i v e  September 2 0 ,  1983, t h i s  t a r i f f  W i l l  O n l y  
be a v a i l a b l e  to: 1)  e x i s t i n y  customers s e r v e d  u n d e r  T a r i f f  
L .G .S .  a n d  o n l y  Lor c o n t i n u o u s  s e r v i c e  a t  t h e  p r e m i s e  
o c c u p i e d  by t h e  c u s t o m e r  o n  September 20, 1983,  2 )  new 
s e c o n d a r y  v o l t a y e  customers, and 3 )  new L . r i m a r h  v o l t a y e  
c u s t o r n c r s  w i t l i  c o n t r a c t  ca i . ac i t i c s  l > c : l o w  1 , ! )O(J k v a .  

S e r v i c e  C h a r q e :  $63.20 LJer m o n t h  

Demand C h a r g e :  $ 1.lC jwr kvn 

E n e r y y  C h a r g e :  4.009# per kwhr  

Minimum C h a r q e :  T h e  S e r v i c e  C h a r y c  I l l u s  $ 3 . 4 9  per k v a  of 
m o n t h l y  b i l l i n g  demand  a n d  a s  further s 1 ) c c i t i c d  i n  t a r i f t .  

D e l i v e r y  Vo l t age  Charye: $.26 per m o n t h  per k v a  of m o n t h l y  
b i l l i n y  d e m a n d .  

E q u i p m e n t  C r e d i t :  $ . 4 ( 1  i)rtr kva  of: m o n t h l y  b i l l i n g  d e m a n d .  

Term of C o n t r a c t :  C o n t r a c t s  u n d e r  t h i s  t a r i t t  w i l l  be made 
f o r  n o t  lcss than 1 y c a r  i n i t i a l  period w i t h  s e l i - r e n e w a l  
p r o v i s i o n s  f o r  s u c c e s s i v e  p e r i o d s  ot 1 year e a c h .  The 
ComL,any w i l l  h a v e  t h e  r i g h t  to  m a k e  c o n t r a c t s  tor per iods o f  
l o r i y e r  t h a n  1 y c a r .  



RATE: D e l i v e r y  V o l  t a y e  

2 . 4  K V  - 3 4 . 5  Kv - Above 
1 2 . 5  Kv 69 Kv 69  Kv 

S e r v i c e  Charge P e r  hlonth:  $ 1 5 5 . 0 0  $555.00 $ 1 , 2 2 9  00 

Demand C h a r g e  P e r  Month:  7 . 1 5  6 . 4 3  6 . 3 4  

E n e r q y  C h a r g e  P e r  K W R :  l.U49% 1 . 8 1 2 #  1.7976 

R e a c t i v e  D e m a n d  Charge 
F o r  e a c h  k i l o v a r  of l a g g i n g  
r e a c t i v e  demand  i n  e x c e s s  of 
50 p e r c e n t  of t h e  k w  of 
m o n t h l y  b i l l i n g  demand  ... $ , 4 2  per k v a r  

D e l i v e r y  Vo l t age :  The r a t e  sct forth in this t a r i f f  is based 
u p o n  t h e  d c l i v e r )  a n d  m e a s u r e m c n t  of e n e r y y  a t  t h e  same 
v o l t a y e .  A s  i n d i c a t e d  i n  t h e  paragra1.h u n d e r  "rates" the 
v o l t a y c  a t  which service is d e l i v e r e d  w i l l  d e t e r m i n e  the 
a p p l i c a b l e  ra te .  

E q u i p m e n t  S u p p l i e d  by C u s t o m e r :  T h e  c u s t o m e r  s h a l l  own ,  
operate,  a n d  m a i n t a i n  e q u i p m e n t ,  i n c l u d i n y  a l l  t r a n s f o r m e r s ,  
switches and other a1,paratus necessa ry  t o r  r e c e i v i n g  and 
p u r c h a s i n g  e l e c t r i c  c n c r g y  a t  t h e  v o l t a y e  of t h c  t r a n s m i s s i o n  
or  d i s t r i b u t i o n  l i n e  from w h i c h  s e r v i c e  is d e l i v e r e d .  

M o n t h l y  B i l l i n q  Demand: 'rile b i l l i n g  demand  i n  k w  s h a l l  be 
t a k e n  c a c h  mont.1~ as tlic t i i g h c s t  s i n g l c  3 0 - m i n u t c  i n t e g r a t e d  
p e a k  i n  k w  a s  r c g i s t a r c t l  d u r i n g  the m o n t h  by a dcniand mcter 
or i n d i c a t o r ,  o r ,  a t  t h e  C o m l l a n y ' s  o l , t i o n ,  as thc h i G h c s t  
r e y i s t r a t i o n  of a t h e r m a l  t y y c  dcniand m e t e r  or  i n d i c a t o r .  
T h e  b i l l i n g  demand shall i n  no e v e n t  t,c less t h a n  60 percent 
of t h e  c o n t r a c t  c a L ) d c i t y  of t h e  c u s t o i n a r ,  n o r  less t h a n  1 , l ) O O  
kw. 

T h e  r e a c t i v e  demand  i n  k v a r s  s h a l l  1)e t a k e n  e a c h  m o n t h  as 
t h e  h i g h e s t  s i n g l e  3 0 - m i n u t e  i n t c y r a t e d  pcdk i n  k v a r s  a s  
registered d u r i n y  tlic m o n t h  by a demand  m e t e r  or  i n d i c a t o r  or a t  
t h e  C o m p a n y ' s  o p t i o n ,  as t h e  I i i y h e s t  r e g i s t r a t i o n  of a t h e r m a l  
type d e m a n d  metar  or i n d i c a t o r .  

~ ~ o l a y c d  P a y m v n t  C h a r y c .  

T h i s  t a r i f f  is n e t  i Z  a c c o u n t  is L,aid i n  t u 1 1  w i t h i n  1 5  
days of d a t e  of h i l l .  On a l l  a c c o u n t s  n o t  so p a i d ,  an a d d i t i o n a l  
c h a r y ( ?  of 5 L ' c r c o n t  of t h e  unpaid  trnlancc? will bo made. 
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Minimum Charye: 'l'lris t n r i l  I j s  SUIJJC*Ct Lo a I i i i r i i r n u m  m o n t h l y  
c h a r y c  e q u a l  t o  tlie sum ot t h e  s e r v i c e  c t i a r y c  arici t t i c :  dcmancl 
c h a r g e  m u l t i p l i e d  by t h e  y r e a t c r  01 a) 1,000 kw, or b)  61) p c r c c n t  
ot t h e  c u s t o m e r ' s  c o n t r a c t  c a p a c i t y .  

T e r n  ot C o n t r a c t :  C o n t r a c t s  u n d e r  t h i s  t a r i f f  w i l l  be made f o r  
n o t  less t h a n  2 y e a r s  i n i t i a l  periotl w i t h  s e l f - r e n c w a l  p r o v i s i o n s  
tor s u c c e s s i v e  LJcriods of 1 y e a r  e a c h .  E i t h e r  p a r t y  may t e r m i n a t e  
the c o n t r a c t  w i t h  a t  l e a s t  1 y e a r  w r i t t e n  n o t i c e  to t h e  o t h e r  of 
t h e  i n t e n t i o n  to  d i s c o n t i n u e  s e r v i c e ;  h o w e v e r ,  t h e  c o n t r a c t  may 
n o t  b e  t e r m i n a t e d  d u r i n y  t h e  i n i t i a l  p e r i o d .  Tho Company w i l l  
h a v e  t h e  r i g h t  to  m a k e  contracts for Lieriods ot l o n g e r  t h a n  2 
y e a r s .  

Spec ia l  T e r m s  a n d  C o n d i t i o n s :  See T e r m s  a n d  C o n d i t i o n s  of 
S e r v i c e .  

T h i s  t a r i f f  is a v a i l a b l e  t o  c u s t o m e r s  h a v i n g  o t h e r  s o u r c e s  
of e n e r g y  s u i , p l y .  

T l i i s  t a r i f f  is a v a i l a b l e  tor rcsa lc  s e r v i c e  t o  l e y i t i m a t c  
e lec t r ic  p u b l i c  u t i l i t i e s  a n d  t o  m i n i n g  a n d  i n d u s t r i a l  c u s t o m e r s  
w h o  f u r n i s h  s e r v i c e  to c u s t o m e r - o w n e d  c a m L , s  or v i l l a g e s  w h e r e  
l i v i n y  q u a r t e r s  a r e  r e n t e d  t o  e m i > l o y e e s  and w h e r e  t h e  customer 
p u r c h a s e s  power a t  a s i n y l e  p o i n t  €or h i s  power a n d  camp 
r e q u i r e m e n t s .  

'1'ARlF'E' M .  K .  
( Flu n i c i 1.a 1 W a  te rwo r k s ) 

R A T E  

S e r v i c e  C h a r g e :  $19.80 per m o n t h  

E n e r q y  C h a r y e :  

A l l  k w h r s  u s e d  iJer month 3.826 g! per k w h r  

Minimum C h a r g e :  T h e  S e r v i c e  C h a r g e  p l u s  $ 2 . 2 5  per k v a  as 
d c t c r m i n r ? d  from customer's t o t a l  conncctcd load and as 
t u r t h c r  spec i t ica  i n  t a r i f f .  

TARIFF I .R.P. 
( I n t c r r u p t i b l a  Power) 

A v a i 1 a t ) l c .  L o  i n d u s t r i a l  cust .omerr i  wl iosc '  p l a n t s  are l o c a t e d  
aii jaccnt .  t o  c + x l ! . l  irig L r i i n ~ m t ! i i ~ i o i ~  1 i i i i v ! ;  ( 1 1  t t i t t  ('mnl)ony w h o r l  1 h(- 
Company h a s  s u f f i c i e n t  c a ~ ~ a c i t y  i n  g c n c * r a t . i n y  s t a t i o i i s  clnd ot l icr  
f a c i l i t i e s  t o  SUi,lJly ttw customer's r c q u i r e m a n t s .  Tlir. Cornlmny 
r e s e r v e s  tlio r i y l i t  to  S ~ J C C ~ E ~  t t i c ?  t i n w a  at w h i c h  del i v e r i c s  
h e r e u n d e r  s h a l l  commence.  
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The c u s t o m e r  shall c o n t r a c t  for a d e f i n i t e  amount of 
electrical capacity which shall be sufficient to meet h i s  normal 
maximum rcquircmcnts and t h c  Company s h a l l  n o t  be r e q u i r e d  to  
supply c a l m c i t y  i n  e x c e s s  of t h a t  c o n t r a c t e d  tor except- by m u t u e l  
a y r e e m e n t .  C o n t r a c t s  h e r e u n d e r  w i l l  be made tor minimum 
c a p a c i t i e s  of 5,000 kilowatts, 

b e l  ivery v o l t a g e  
3 4 . 5  Kv - Above 
69 Kv 69 K v  

S e r v i c e  C h a r g e  per m o n t h  $555.00 $ 1 , 2 2 9  . O O  

E n e r y y  C h a r g e  per k w h r  1 .a12$ 1.797$ 
Demand C h a r g e  per kw $ 5 . 4 7  $ 5.39 

Reactive Demand C h a r g e  
For e a c h  k i l o v a r  of l a y g i n y  r e a c t i v e  
demand i n  c x c c s s  o f  50% of t h e  k w  of 
m o n t h l y  h i l l i n g  d e m a n d  . . . , , . . . . $ . 4 2  L’Cr k v a r  

DELIVERY VOLTAGE. 

The rates se t  f o r t h  i n  t h i s  t a r i f f  arc based u p o n  the 
d e l i v e r y  a n d  m e a s u r e m e n t  of e n e r g y  at the same v o l t a y e .  Company 
s h a l l  d e t e r m i n e  a n d  a d v i s e  c u s t o m e r  w h i c h  o t  i t s  l i n e s  w i l l  ba 
u t i l i z e d  t o  d e l i v e r  s e r v i c e  h e r e u n d e r  a n d  s h a l l  s p e c i f y  t h e  
voltage t h e r e o f .  

C u s t o m e r  s h a l l  o w n ,  operate, a n d  m a i n t a i n  a l l  n e c e s s a r y  
s u b s t a t i o n  e q u i p m e n t ,  i n c l u a i n y  t r a n s f o r m e r s  arid a p p u r t e n a n c e s  
there to ,  tor r e c e i v i n y  a n d  p u r c h a s i n g  all e l e c t r i c  energy at t h e  
delivery voltage. Company s h a l l  o w n ,  oL,crate, a n d  m a i n t a i n  
n e c e s s a r y  m e t e r i n g  c y u i p n i c n t  . 
FUEL A 1) J 11 STM E NT C LAIJ S 1.: 

B i l l s  c o m p u t e d  according to t h e  rates s e t  forth herein w i l l  
be i n c r e a s e d  or d c c r c a s c d  by a k’ucl A d j u s t m c n t  Ia’actor per kwh 
calculated i n  c o m p l i a n c e  w i t h  the F u e l  A d j u s t m c n t  C l a u s e  c o n t a i n e d  
i n  S h c a t  5-1 and  5-2  of this T a r i f f  S c h e d u l e .  
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The billiny demand i n  kw shall be taken each month as the 
highest s i r i y l e  30-minute intcyratcd p e a k  i n  kw as r c g i s t e r c d  
duriny the month by a demand meter or indicator, or, at the 
Company's option, as the highest registration of a thermal type 
demand meter or indicator. The billiny deniend shall in no event 
be less than 60% of the contract capacity of the customer, nor 
less than 5,000 kw. 

The reactive demand irr kvars shall be taken each month as 
the highest. single 30-minute intcgratcd jlcak in kvsrs as 
rcyistcreci during the month by a demand riwtcr or indicator, o r 8  a t  
the Company's option, as the highest registration of d thermal 
t y p e  d e m a n d  metcr or indicator. 

MINIMUM CHARGE. 

This tariff is subject t o  a minimum monthly charge equal to 
the sum of the service charye and the demand charge multiplied by 
the greater of a) 5,000 kw or 1 ) )  609 of t h e  customer's contract 
capacity. 

DELAYED PAYMENT CHARGE. 

Bills computed under this tariff are due and payable within 
15 days ot date of b i l l .  On all accounts not so paid, an 
additional charye of 5% of: the unpaid balance w i l l  he made. 

TERM OF CONTRACT. 

Contracts under this tariff will he made tor not less than 
5 years with self-renewal provisions for successive periods of 1 
year each, until eitlier party shall give at least 1 year's written 
notice to the other of the intention to discontinue at t h e  end of 
any yearly LJeriod. The Company will h a v e  thc right to make 
contracts for periods of longer than 5 years. 

-6- 



T A R I F F  I . R . P .  ( c o n t ' d )  
( I n t e r r u L j t i h l c  Power) 

CONDITIONS 

1 .  

2 .  

3 .  

4 .  

5 .  

ot' S E R V I C E .  

The i n t e r r u p t i b l e  l o a d  s h a l l  be s h a l l  b e  separately 
s e r v e d  and m e t e r e d  and s h a l l  a t  n o  t i m e  be c o n n e c t e d  t o  
f a c i l i t i e s  s e r v i n y  t h e  c u s t o m e r ' s  tirrn load. 

A l l  local f a c i l i t i e s  for i n t c i - r u p t  i n y  8erv icu  to tho 
i n t e r r u p t i b l e  load w i l l  be owned by t h e  customer. 

Thc trcyut?ricy ancl d u r a t i o n  ( i t  inLc?rrirj i t ion  s h a l  1 not bc 
l i m i t e d .  

In the e v e n t  t h e  c u s t o m e r  F a i l s  t o  c u r t a i l  load a s  
r e y u e s t c d  by the Company, t h e  Company r e s e r v e s  the 
riyht to i n t e r r u p t  t h e  c u s t o m e r s  en t i re  l o a d ,  

N o  r c s i x m s i h i l i t y  of a n y  k i n d  s h a l l  attach t o  t h e  
Company for  or o n  a c c o u n t  of a n y  loss or damage c a u s e d  
by OK r c s u l t i n y  from a n y  interruption of th i s  s e r v i c e .  

SPECIAL TERM!; AND CONDITIONS. 

See Terms and C o n d i t i o n s  of S e r v i c e .  
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